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THE PROSPECTS FOR UNEMPLOYMENT AND 

INFLATION 



" WEDNESDAY, JUNE 1, ip 

. ; House of Representatives, 

Committee on Banking, Finance and Urban Affairs, 

Subcommittee on Domestic Monetary Policy, 

Washingiorii D.C* 

The subcommittee met, pursuant to call, fit ° p,m„ in room 2128, 
Rayburn Hduse Office .Building, Hon, Wa! Fauntroy (chair- 

man of the subcommittee) presiding, , 

Present: Representatives Fauntroy, Bar r.a.- Cooper, and Hiler, # , 

Chairman JFauntroy, The subcommittee will come to order. 

Our hearing today deals with an issue with which we should all 
be deeply and constantly concerned: Unemployment and the pros- 
pects for employment. In April, more than 11.3 million Americans 
were without jobs, 1,9 million workers were working part time in- 
stead of full time, and 1.8 million people had dropped out of the job 
market The May figures that will come out next. Friday will prob- 
ably show little improvement. 

Tragic as these figures are, they actually understate the serious 
levels of unemployment afflicting certain areas and 'groups of our 
Nation. In States like Michigan, Illinois, and Indiana— the industri- 
al midwest—the unemployment* rate has been as high as 17 per- 
cent. The unemployment situation is even worse in the black com- 
munity where the Unemployment rAte is 18,5 percent. While there 
has been some improvement in the economy, many economists are^ 
projecting that unemployment will remain high even after this re- 
covery has been deemed a success, establishing a new, higher base- 
line of joblessness in this country, , . 

One cannot exaggerate the social and personal costs of tnis ; situa- 
tion; the loss of valuable job experiences, especially for^young 
people who cannot find jobs; the loss of self-respect and hope 
among older workers; the strains on families; the deteriorations in 
physicaHind mental health, and even the suicides and deaths. We 
cannot afford policies that prolong unemployment. We need poli^ 
cies to bring about a sustained recovery and millions of new jobs. 

Monetary policy will be critical to the strength and duration of 
the recovery- By itself, it cannot bring about a sustained recovery, 
especially when this administration's fiscal and social policies are 
so fundamentally unbalanced and misdirected. Monetary policy 
should mlso be concerned with inflation. Nonetheless, a monetary 
policy which is too timid or too fearful of- future inflation will 
y hobble or even prevent a recovery. I expect , our witnesses today to* 
• • (1) 
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tell us : iu . Reserve will play, and w}iat actions' 

they I'.. v • f l{ ' aken by the administration and Con- 

gress b r . , l,.":= jloyment and assure a successful eco- 
notri }f * * 

I t he ? _ha; i sses can give us a better understanding 

^of t -iiigin^ ii re our industrial heartland, tha changing 
nee ur . - ce * credit requirements of reviving compa- 

nie -.vhe^ht companies will return to their^ previous 

hi ■»!*■ ,:f o 1, :^> ; n „ in the aftermath of this economic cycle,* 
r ^^Kf fy on f. ^stionSj we have with us today the Honor- 

al *or * iUi 1. " iCe Chairman of the Federal Reserve Board, 

ai jas Keehnj president of the Federal Reserve 

E Martin will address the prospects for unem- 

nc 1 itional level, and Mr, Keehn will testify on the- 

3v c. fditions and prospects in the Chicago Federal Re- 
s „ jt, ach includes all or part of Illinois f Indiana, Iowa, 
M r : ^r' Wisconsin. |Sofen Mr. Martin and Mr/ Keehn are 
me Federal OperP Market Committee, and will also dis- 

ci:: /. ; t l federal Reserve can do and is doing to reduce unem- 

plf- ;/)- , n ' \ 

rHvuuui Fauntroy's opening statement and the subcommittee's 
news release dated May 425, 1983, regarding Federal Reserve offi- 
cials testifying on unemployment and inflation prospects, follow*] 
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H ■ OPEN I NO" STATEMENT OF' THE HONORABLE WALTER E. FAUNTROY 

CHAIRMAN, SUBCOMMITTEE ON DOMESTIC MONETARY POLICY 
• A COMMITTEE ON BANKING, FINANCE AND URBAN .AFFAIRS 

,st Hearings on . , " ' * 

* THE: 'PROSPECTS FOR UNEMPLOYMENT AND INFLATION 

Wednesday, June 1 - t J983 « ZiOb P.M. ' 
2126 Rayburn House Office Bui Iding, Washington, D,G, 



7 Our„hearIng today deals with an Issue with which we. should all be deeply 
and constantly eoncernedi unemp loyment 1 jand the prospects for employment. In 
April, more than 11,3 ml I lion Americans were without Jobs, 1.9 ml II Ion workers 
were working part-time instead of^fuM-tlme, and 1 * B ml I f t on, peop I e had. 
dropped ( out of the Job market. The May figures that will come out ne^t Friday 
will probably show little Improvement. 

Tragic as these figures are, they actually understate the^erious levels 
of unemployment afflicting certain areas and groups of our nation* instates 
like Michigan, I ! Ij nei s," and Indiana -- the industrial midwest — the - ^ 
unemployment rate has been as high as 17%, The unemployment situation Is even 
worse In the black community, where the^unemp loyment rate is 183$. While . v 
there has been some Improvement in the economy, many^ economi sts are projecting 
that unemployment will remain high even after this recovery has been deemed a 
success, establishing a new higher baseline of Joblessness in this country. 

One cannot exaggerate the social and personal colts of this situation! 
'the loss of valuable job experiences, especially for young people who cannot 
.find jobli'^the loss of seJf^respect and hope among older workers! the strains 
on famihesj the deteriorations In physical and mental health! and even the 
suicides and deaths-: We cannot afford pol Icles that prolong unemploymenti we 
need policies to bring about a sustained recovery and millions of new Jobs, 

Monetary policy will be crl*4cal to the strength and duration of the 
recovery* By Itself* It cannoj/bring about a sustained recovery, especial ly 
when this Administratlon i s^fseal and social policies are so f undamenta My 
unbalanced and misdirecteC Monetary policy should also be concerned with 
inflation/: Nonetheless/ a monetary policy which Is too timid or too fearful 
of future inflation wijn hobbTe or even prevent a recovery, I expect our 
witnesses today to tefl us the role the Federal Reserve will ple& P and what 
actions they be 1 1 eve' must arso be taken by the Administration and Congress, to 
^brlng down unemp foyfnent and assure a successful economic recovery, 

I also hope/That our witnesses can .give us a better understanding of . the 
changing nature faf our industrial heartland, the changing needs of our 
workforce, the eked It requirements of a reviving companies, and whether these 
companies will refbco^o^^sj r previous high -levels of employment in the 
aftermath of this economic Cycle. 

To testify on these questions, we have with us today the Honorable t 
Prestofl Marti n, Vice Chairman of the Federal Reserve Board, -and the Honorable 
SkfasReehn, President of the Federal Reserve^Bank of Chicago, Mr, ^rtin 
wi if address the prospects for unemployment en th e najjena I _l eyel , and Mr 5= _ 
Keehn wi I I. testify on the unemployment conditions shd prospects In the Chicago 
Federal Reserve District, which includes all or part of Illinois, Indiana, 
Iowa, ^Michigan, and Wisconsin. Both Mr, Martin and Mr, Keehn are members of * 
the Federal Open Market Committee r and will also discuss what the Federal 
Reserve* can is doing to reduce unemployment,- Gentlemen* welcome. 
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r FED OFFICIALS TO TEST I FY ^QN UNEMPLOYMENT PROSPECTS? 
FAUNTRQT SUBCOMMITTEE TO HOLD HEARINGS ON UNEMPLOYMENT AND INFLATION 



(WASHINGTON, D\C, ) Congressman Walter E, Faunfroy (Q.~D.C.)^ Chairman of the 

Subcommittee on Domestic Monetary #o I ley , of .the House Banking Cefflmittee ? today 

^announced hearings on unemployment and inflation" prospects* with Federal 
s ■ 
Reserve Board Vlee Chairman Preston Martin and Chicago Federal Reserve €?anh 

President Silas Keehn as witnesses. These oversight hearings wjll explore 

what the Foderal Reserve expects unemployment and employment will be In the 

months ~ahe<ad , and what It is doing and should do ^te bring about a strong. 

recovery and lower unemployment. The hearings will be held at 2iQ0 P.M. on 

Wednesday. June 1* 19S3, In Room 22Z2 of the Rayburn House Office Building In 

Washington* 

"Monetary? po I icy ean'have a powerful and at times devastating effect en 
unemployment end jobs," Mr, Fauntroy said, "We .must assure that the Federal 
Reserve Is at least as conscious of and concerned about the employment 
consequences of what it does as It is with the Inflation consequences. With 
more than 11 mM I ion Americans out of work* we cannot afford a monetary policy 
that does not p I ve h i gh ^r i or i ty to reduc i ng ynemp I oyment - Our hear I ng will 
provide us with the opportunity to find out from Prei+on Martin* Vice Chairman 
of the Federal Reserve Board, what the Fed is forecasting in terms of 

r 

unemployment and inflation* and what it is doing to bring down unemployment as 
well as inflation* It will also give us the opportunity to find out from 
Silas Keehn, President of the Federal Reserve Bank of Chicago, what employment 
^respects are in the industrial midwest* one of the areas hardest hit by this 
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Chairman Fauntroy,- Gentlemen, . welcome, We are extremely * 
pleased to have you at this moat propitious moment in our coun- 
try's effort to recover economically, I am going to yield at this time 
to my distinguished colleague, Mr, Hijer, for a brief comment, 

Mr. Hiler. I thank the chairman for yielding and wish to ap- 
plaud him for holding these hearings. In fac?t, the entire series of 
hearings we have had this year concerning the relationship of mon- 
etary policy to the economic well-being of our country, ^ 
, This particular hearing today on unemoloyment, I think, is most 
appropriate because* after all, real economic growth and lower un- 
employment are two goals that we all share, even if we may differ 
on the best way to get there, * • . 

In that regard, I would like to 'submit for the record, Mr, Chain- 
man, if I might, ah article that appeared in the Wall Street Jour- 
nal, Monday, May 9, 1983, by Herbert Stein, 

Chairman* Fauntroy, Without objection, so ordered, 
* [The article referred %o follows:] 





TMt WALL mUt JOURNAL MQM 
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Mr,*HiLBR, I* thank the C hairman , I look forward to this hearing. 
— ehairtwn Pauntroy. I thank you, I acknowledge tpe presence 
alio of our colleague! Mr, Barnard, f 

Mr, Martin, we are very pleased to* have you, You ma^ppMeeed, 
Wtf have -your statement in hand, ^ ^ 

STATEMENT OF HON. PRESTON MARTIN, VICE CHAIRMAN, 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

i Mr, MaHtin. Thank you, Mr, Chairman, 

I would ask rhe indulgence of the committee to enter into the 
record ^bhe complete statement which was submitted^ the commit- 
tee at the appropriate time in order to optimize the committee's 
time, . / t / . 

I will read only portions of my statement and attempt to aid and 
abet that as I go, being aware of the busy schedule of the chairman 
'and the members, 

Ch&irman Fau^troy, Without objection, your statement will be 
entered in its entirety in the, record, 
. Mr, Martin, Thank you, Mr, CJMrman. . 

The Federal Reserve is pleased to be called upon to discuss with 
the committee ^he present high rate of unemployment, 

As the chairman has indicated, and as Congressman Hiler has 
reiterated in the introduction, today's unemployment situation is 
worthy of consideration, . 

The measures which could be and axe being employed to bring 
down the level of unemployment represent a very appropriate ob- 
jective for consideration at this^time, , 

The chairman has cited the. underemployment which exists in 
our economy— the geographic distribution of unemployment and 
underemployment. He has indicated that among the minority labor 
forces the incidence has been particularly severe, ' 

And we at the Federal Reserve certainly share with the commit- 
tee the concern witrf regard to the social costs of this persisting 
high unemployment. Certainly the price in that sense, the social 
sense, paid by the indSvylual unemployed and their families - has 
been quite high. And, we ire aware that monetary policy has a role 
to play in the overall set of policies dealing with this problem. 

We cannot gloss over the extensive strains in the society which 
the level of unemployment and underemployment has brought 
forth, * . 

In my view, the Federal Reserve can contribute to alleviating the 
overall situation on a macroeconomic basis, but there are issues 
that It cannot address in the establishment of an environment for 
sustained improvement in economic activity and employment. 

At the present time the committee, is acutely aware that our 
economy is emerging from a most trying and difficult period, We 
seem to overwork ,the concept of transition, but we certainly- con- 
tinue to go through one. 

Throughout the seventies, we wer.e afflicted by the twin evils of 
decreasing productivity and increasingly >irulemV inflation, and by 
the end of the decaSe they were threatening to undermine our 
economy in some very fundamental ways, 
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"The underlying inflation rate had accelerated to the double-digit 
level, stayed there for many" quarters, and seentetb likely to* be 
higher, * 

* Speculative behavior* of various kinds was spreading into the 
decisionmaking processes of consumers, of savers, of investors* of 
business firms, and even in the deliberations of this body, 
- The dollar had weakened considerably in Toreign exchange mar- 
kets, and. inflation was beginning to be viewed as a permanent 
factor in pur economy. Inflationary expectations .were exerting an 
increasingly strong hold^on our behavior, 

The worsening of inflation in "this sense aiifl the application of 
restrictive .policies necessary to bring inflation upder Contror,ulti- 
mately culminated m a prolonged period of economic stagnation 
and, because inflation had become so deeply embedded in our econ-' 
only, prices kept rising even in 1980 and* 1981 when ;tlie_ economy 
was falling into recession, ■ j ■ ' • * ^ " 

In 1982, however*,, the" application of policies to combat inflation 
•began to bear aubstajitial fruit, The committee is. aware of the, fa- 
vorable trends in all the major price indices since 1981, and thifs I 
won't take your time to review those, , 

It is true that some of our progress against inflation is special, 
pertaining to agriculture or to energy markets. However, as you 
are aware, there have been indicatLgns_pf more fundamental gains 
as the wage-price interactions that hadTielped perpetuate inflation 
throughout the 1970's for some time have beeh losing their momen- 
tum; 

A slower rate of increase in labor cost is relieving pressures on 
prices and should have a positive effect on the demand for labor, A 
slowing of prices is dampening, in a circular way* inflationary ex- 
pectations and relieving workers' fears of falling behind in an infla= 
tionary spiral, 3 

Curbing the momentum of inflation is now beginning to have a 
salutary effect on real^activity that had long been anticipated. The 
halving of inflation rates during 1982, together with a number of 
other factors, contributed to substantial declines in interest rates 
over the second half of last year. As a result, activity began to im- 
prove last summer in housing. Gains in consumer spending gained 
mornentum last fall and in recent months, as you know* a broad 
number of other economic indicators have been -pointing toward a 
further strengthening of our economy. It is noteworthy that barom- 
eters of consumer attitudes and of business sentiment have strongs 
ly improved, and increases in production and the work week and in 
sales are now apparent in a wide range of industries. 

The price and employment developments since the beginning of 
the year have been broadly in line with tjte economic expectations 
that we ^reported to you from the members of the Federal Open 
Market Committee, Mr, Chairman, and which were included in our 
February monetary policy report. The general thrust of those pro- 
jections you may recall was that activity and employment were ex- 
pected to expand at a moderate rate this* year, and that the pace of 
recovery would be consistent with further progress toward price 
stability, With the recovery apparently gaining momentum in 
recent months, I believe there is an excellent chance that this 




year's economic performance will be at least a^good as we project- 
ed m "mid-February, \ ^ v V 4. 

The committee knows that at the same tune a number ot poten- 
tial obstacles to sustaining this econdmic growth were^ apparent m 
February and are apparent today. Despite the favorable econprniq 
developments of the past few months, those obstacles ^till^contront 
us Foremost among these is the prospect that Federal budget defi- 
cits will -persist at very*substantial levels in the years atead^ even 
as the economy moves well into its expansionary stage. The feder- 
al deficit the current fiscal year, as you know, is expectep: to 
exceed 6 percent of GNP <and, unless constructive^ftction is .taken, - 
thSlhare will remain extremely large in the years^ahead, < 

part-' because of these prospective meganieiicits, mtermedialy 
and long-term interest rates remain high,, both as to their history 
cal levels and relative to current inflation rates, -. /* 

And fmancial-mtrkets remain unsettled reflecting concerns that - 
the deficits will * keep 5 pressures^ on interest rates and -^eventually 
lead to a renewed surge of price inflation, ' .-: - r 

To be sure the task of controlling inflation and restoring growtn 
should not be viewed te a responsibility of monetary policy alone. 
Fiscal policy too must do its part and I am well aware that this . 
committee, the Congress and the administration, are all sensitive 
to the dangers of the looming budget deficits. At the same time the 
events of reeent weeks illustrate the great difficulties of reaching^ 
and maintaining a consensus on' how best to reduce the dencji^ 
While mmdful of these difficulties, I would respectfully urge you to 
continue seeking positive solutions that mitigate the dang^H asso- 
ciated witVpersistent huge struck > . 

Of course, there are other obstacles to continued econofluG recov- 
ery TOe current difficulties in the world economy, a, world market 
into which we have become increasingly integrated in . the past 
decade, is notable. Poor economic conditions in foreign nations as 
well as a strong dollar have limited „U.S. exports in the past ^ 
years. I would wish to cite a recently released report Domestic 
Employment Generated by U.S, Exports" prepared by the Office of 
Trade and Investment Analysis, U,S. Department of Commerce^ 
which indioates thatjig number of Americans in e^wt-related 
jobs declmeTlrrjm^ff&llion in 1980 to 4,9 million m 1982, 
' What -matters mostThough is not the pace of the recovery m 
these, its first few .months/but whether we, can achieve a broad= 
based and sustained expansion. It is to, that end that ©ur current 
policies must be directed, - 14 .„ 
iSoi&fcary and fiscal policies must necessarily share responsibility 
ibaSiong run state of the economy, but at the same timf we 
should be fully aware of the particular ways in which monetary 
policy can influence the economy and of the ways in which mone- 
tary policy's influence is limited .-: - _ . ^ , 

Economic analysis shows rather convincingly, I believe, tnat 
monetary policy can be a contributing factor In the rate of growth 
in nominal income, but there is no certainty that a particular mon^ 
etary policy will have the intended effect on real economic activity 
and employment, particularly in the long run, ■ ; , ■ . 

One of the lessons learned m the past decade, is that there _is no 
reliable tradeoff, between inflation rand unemployment and, be- 
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causa* the dangers of inflation were neglected far too long, the proc- 
ess of moving .back toward a more stable price environment has 
become quite lengthy and very costly. r 

We would all agree, I think, that whaj we want" ultimately for 
our citizens is an environment of rising real incomes and expand- 
mg job opportunities. . 

I am convinced that the best way the Federal JReserve can help 
achieve that end is by working^to establish the Mnd of noninfla- 
tidnary economic expansion that can be sustained for a long period. 
Given an economy in which there is confidence of continued price 
..stability, a steady rise in employment and in living standards is 
likely to follow. . .. 

There remain, Mr, Chairman, the difficult questions" of the 
extent to which the present recovery might reduce unemployment 
and, conversely, to the extent to which "structural," as well as 
frictional," unemployment would still persist even when the econ- 
k 0m nC re turned to its long-run non-inflationary growth path. 
The concept of strueturar unen^plpjiment is obviously a useful 
lie in this regard. - 
Structural unemployment has long been a problem, as the com- 
^ lttee ?h. a ?™ an has indicated, for eerlBtin groups who often Jack 
the training needed in a rapidly changing labor force. But, struc- 
tural unemployment also arises as patterns of labor demand shift 
response to changing population patterns, technological ad- 
vances, and increased competitiveness in international markets. 

Typically these structural changes occur gradually with ^dimin- 
ished employment in some regions and industries being offset by 
expansion of job opportunities in other areas. 

^Occasionally, though, it is speeded up, as it appears to in recent 
quarters. Because it takes time for dislocated workers to obtain 
new training, as Congressman Hiler indicated, and^to revise wage 
.expectations, the spells of unemployment for these workers tend to 
be particularly long. 

Unfortunately, monetary and fiscal policies are ill-equipped to 
deal with the special problems of structural unemployment/How- 
ever, over time a number of programs have' evolved to address the 
difficulties of the structurally unemployed. 

. The approaches taken are well known. They have included train- 
ing, educational programs, relocation assistance, income mainte- 
nance, and speeiaJJ^b creating policies. 

We are still iSrning whether some of these approaches, when 
carefully crafted to encompass the cooperative actions of business, 
labor, government, including State and local government, can con- & 
tribute to a real easing of the unemployment problems' that con- 
front us, - • *7 '• 

A particular challenge for the period ahead will be to adapt 
these several approaches so as to .best aid those workers displaced 
by the rapid changes now occurring in our industrial and services 
sectors, ■ ■ _ 1 

. In conclusion, Mr. Chairman/ monetary policy best serves by con- - 
tinning be focused on fostering a lasting expansion in business 
activity within the framework of continued progress against infla- 
tion. \ - ^ 



14 



■s 



ERIC 



At the same time, we recofnim fully -our responsibilities in pro- 
moting safety and soundness in financial institutions and in the 
nancial markets, and in suppprting a strengthening of the interna- 
tional financial system on ^vlnch so much of out export jobs 
depend. >r- 

This Nation has experienced 4his most diffieuit adjustment proc=/ 
ess of restructuring for a more productive, less inflationary econo- 
my, after a decade of low productivity and destructive inflationary 
pressures. The human and economic costs, of this disinflationary 
process have been high. We cannot step back now from our com- 
mitments and thus jeopardto the gains we have garnered to date. 
The health and sustainability of the economic recovery depends, of 
course, on monetary policy, but also on fiscal policy, in particular 
on whether policymakers can reduce the dangers of massive out- 
year budget deficits, . 

With a responsible fiscal policy to complement the monetary 
policies now in place, I am confident that the recovery can prove a 
durable one associated with rising living standards and" increased 
employment. . 

Thank you, Mr, Chairman, 

Chairman Fauntroy. Thank you* Mr. Martin. . 
[The prepared statement of Mr - Martin follows:] \^ ^ 
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I am pleased to have this opportunity to discuss - v 
the' current -employment situation, which, quite rightjy, is a 
matter. of great concern both . to the members of thig «mmitte© 
and to the Federal Reserve. - hs you are well aware, the . 
nation is unemployment, rate reached a postwar high during the .. / 
recent recess ion? and although labor, demand is now strengthening, 
one-tenth of our' labor force was still unemployed when the 
most recent labor market surveys wer^conductod in mid-April, 
.Similar problems of high unempipyment characterize our trading, 
; partner nations because .of a long period of slow growth in the^ 

world economy* , 

- This recent, period of hifh unemployment has disrupted 
the lives of miliior^ of willing workers and their families- 
Many persons who held . jobs^have lost them in the wake of 
declining economic activity, Others, seeking jobs for the 
first time, have "been unable to find them, and have instead' 
fallen into the: ranks of the unemployed, Still others, dis- 
couraged by poor Jabpr market conditions, have dropped out of 
the labor 'force altogether* 

oWiously, an employment situation liW this creates 
extensive strains within our society. we can point^with 
" considerable £>ride to our Success in reducing inflation 
o^er the last two' years* However, that gain would r^^esent 
only a partial success if it. were to leave a large part of 
our workforce outside the mainstream of economic litfe Cpr 
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extended periods, /thsfafortv W at Nthe. jfederal .Reserve 
- Share -*his committee's interest in exploring the dimensions 
. -of the current employment s i tuatiQfl\and in spking way^i'nV /- 'V.: 
^ytiica; it might bo ■ constructively add ressed J ' In my remarks - : 
feojiay I yili focuson the broad dimensions, of the economic." 
situation, particularly as it affects labor markets , and r 
will indicate What, in my view, the Federal Reserve g'an ... . 7>f 
do^and cannot do—to help establish a climate for sustainaole 
improvement in. economic activity and employment. .; : My colleague, 
Mr. Silas keehn, President „Df the Federal Reserve BanJ^f^ 
Chicag^, will then, focus on the particular employment; problems 
of several ofi . th^states within his Reserve Bank 's district . - ' 
• '• •"• At the present time pur economy is emerging from -a- 
most trying and difficult period. Throughout -the 1970s we 
were afflicted by an increasingly virulent inflation that, 
■'by the end of the decade, was threatening to ^undermine our : 
economy in rather fundamental ways. The under l>in 4 g inflation 
rate had accelerated to the double-digit level and seemed 
likely, to go higher. Price speculation was spreading into 
the decisionmaking processes of botji businesses and consumers, 
and the dollar had weakened considerably in foreign exchange 
markets. An even, more troubling development was that high 
inflation was. coming to be viewed as a permanent feature of 
bur economy* me&tfc and more, inflation was timing built into 
.the structure of interest r|tes, and rising inflationary * ' -* .. 
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* expectations Vve re Exerting an increasingly- strong hold on * - 
f the ^©havioS' -fcjE.|sa,ver» and investors aliKe.i : , , ; 

Thig^gradual worsening ofi in£ia#€onY and the app/fi- 
xOE^Kstr^ei ive policies necessary to bring inflation 
under\ control^ eventually *ci?lminated in. a prolonged period 
icShoniic stagnation, on palaneeV from mid-1979 to ^ate 
' l9S2 # \there was little 3 change in real outputs ; and our economy 
fell substantially ^beneath i ts potential to produce; In 
labor markets the total number pf unemployed workers rose by 
3-AX2 million from late 1979 to the end of. 1982, and the 
unemployment rate re^ched^ a maximum of 10.8 percent, about 5 
perc^itage points above tha lowest point reached during trre-^ 
economic expansion of the late 1970s* • w .- . , 

The long period of economic stagnation and rising: / 
unemployment affected molt industries, regions, occupations, 
and^demo^raph 16 groups- The most serious impact, however, 
was felt by. the cyclically sensitive construction and durable 
goods manufacturing industries, anany . of which already were, 
facing difficult transitions because of heightened competition 
from foreign producers, Ih some key sectors— including 
steel, autos, and lumber— operating rates fell to extremely 
low levels, and economic hardships became widespread in the 
communities that were dependent on these industries., unemploy 
ment rose especially rapidly yamong adults men,,, who hold a 
disproportionate number of jobs in the durable goods producing 
industries, Among blacks and teenagers, unemployment rose . 



further from rates that " already were far above the national 

_ '■ - s i -■ ' _n * ..*.-.**- 

iVirigi. As tht tried of economic recession became more^ 
prolpnged, the number of long-term unempioyed reit ^ an / 

exceptionally high level. . *. .• 1 • - ^ • ' 

•. . ■ • W ■ - - «■ ' ' . 1 . Y 

At the same time* despite a ^discouraging labor . 

market situation- overall, there cont i nued^to . be signs of 

underlying empioyment stability in several seetors^and 

even a f ew<- pock&ts of vitality — as the rapid growth of new 

industries led to expanding job opportuni ties p ^por example, 

the service sectorjof the economy continued to grow "throughout 

the recession and now employs 1—1/2 million more people than -> 

it did it the beginning of 1980* Over that* period f the use 

off cdfehpu ters in our economy increased. especially, rapidly, and 

the number of workers providing computer and data. processing 

services , .though still a small share of total employment, has 

riseti by more than a fourth in the past three years, / 

' ^ ■ .-- • ~ - ' ' ■ - 

■.='■ _ & . - - ■'. 

^ - Because inflation had become so deeply ' embedded in 

dur economy, ; prices kept r ising rapidly in 1980 and* 19J 

eyeh as the economy was falling into recession, I/ffflation 

in 1980 remained near the double-digit . level , andjin 1981 

the 'slowing. of prices was .mainly confined, to la- fpw sectors 

of the economy. , - '• 

. In 1982, however/ the application of policies bo 

combat inflation began to bear . substantial fruit, - - The Vsldwr'ng 

of price advances became more widespread and potentially more 
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, iWsjiirig^ as all ; ^ajbr= price indexes* .advanced . at considerst 
slower* rates than . In 1981* - For some price measures t^e ; ^ t ^^. 
* increases i'n 1982 were trie smallest^ in more than a decade* \. , 
and price!/ developments have continued to be quite favorable \ ; 
-into early 1983* \ " "" ; %' i 

1 • it is true that part of that slowdown in inf latiorf^> 
reflected"' the influence of special .developments in agricultural 
and energy markets. 'However, there have also been strong 
indications of more fundamental gains, as the wage-price ( y ' 
interactions that had helped perpetuate inflation through /. 
the 1970s began losing their momentum* "Many businesses have . „ 
been adapting thbir pricing policies- to the realities of a 
more competitive and less inflationary economy* Work ru'le^y- 
are changing as firms strive to bolster nroductiyi ty anfrtrim -. 
costs. "At the same time, workers are agreeing to smaller - 
pay increases than in earlier years % butt happily, with 
inflation falling so rapidly, the slowing of nominal wage, y 
increases generally fias been consistent with gains in -real 
^purchasing power* A slower rate oh ^irease in labor costs 
is relieving pressures on prices , ana in turn a slowing of 
prices is damping inflationary -e^pedtat ions and relieving /• .. 
workers' fears of falling behind in an inflationary spiral. ; r j»] 

for. the time being, at least, this cumulative 
process of disinflation appears to be continuing* wage - 
adjustments so far this year havi^fen Kblding at a reduced 

1 



pace sirfilarto that »of late 1982, and recent price develop- 
ments have beenjexeeptfonally encouraging'. The consumer price 
vindex rose at about a 2 percent annual rate* over the f irst 
four months of this year, and the producer pric^e ; index actually 
fell at nearly, a 4 percent annual rate during that ,sSihe period, 
^lthough^these price data were influenced in.part^ by declining 
oil prices early in the year, -they*also are" ^R|£i eating a * 
continued easing in^underlying inflationary* trends* 

Curbing the momentum of inflation is now beginning 
to have the salutary effects on real activity that had long 
been anticipated, .;, The h^hg'of inflation rates during 1982, 
as well as a number of other factors* contributed to substantial 
declines in interest rates over the second half / of last year,, ' 
As a result, activity began to improve last summer in housingr 

gains in consumer spending started %p appear last fall? and 

*■■■... * 
in recent months a broad number Of other economic indicators 

have been pointing to a strengthening economy* Barometers 

consumer attitudes' and business sin time nt are' strongly 

improved, and increases in production and sales are now 

apparent in a wide range of industrifS^f . \ 

% The upturn in economic activity h\m, in turrj^ led 

to some firming of labor market conditions. The rate of 

layoffs began slackening in late 1982, and the unemployment 

rate= has started to come down from its peak level. Total 




end of last year* with more than one-third of those gains 
coming in the maruiff aeturing sector f in which ewploytnent: had 
previously declinefe steadily for a year and a half, SO far, 
the gains have been afiout. -average for €he ftrly stages of a * 
recovery, = f ' , - ■ =- , 

' The price and employment developments sinoe : the 

beginning of the year have be&n- broadly in line with the . 
economic expectations held by members Bi , the.. Federal Open 
Market Committee and included in our, February monetary policy 
report to the Congress* The general thrust of those projec— v 
tionsy you may recall 9 was that activity and employment were 
expected to expand at a moderate rate^this year and that the 
pace of the recovery would be consistent with further progress 
toward price' stability. With the recovery apparently gaining 
momentum in recent months, I believe that there is an .excellent 
chance that this year ! s economic performance will be, at least 
as good .as was projected in mid^February # 

At the same time # a number of potential obstacles, 
to sustained economic growth were apparent when the monetary < 
policy report was prepared, and despite the favorable Seondmie 
developments of the- past few months? those obstacles#stitl "\ 
confront us today* Foremost among these is the prospect 
that Federal budget deficits will persist at very substantial 
levels in 'the years ahead ,v even as the economy moves well---" 
into an ex^^on. The federal deficit in the current fiscal 
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yi'ar expected to exceed 6 percent oc QNP? and un%ess cdn-. 
^trueri^j action is taken? this share remain extremely 

■large Vn ufs, years ahead. * in par£ because of those prsipic- 
tive 'mega-deflLeits? intermediate and long-term interest rates 
remain high" relAUve both to their ^historical !l^ve Island 
re*lat ive = to ^cuttlnV inflation rates, financial markets 

remain unset tied ? reflecting concerns r that the def icits will 
keep pressures on interest rates and eventually lead to a 
renewed surge of price, inflation. 

Concern f about, a. budget-induced resurgence of inf la- 
, tion is symptomatic -rOE^a . .more widespread and still persistent 
fear thLajt inflation! boen brought under control only tem- 

porarily and th at; 1 1 - W 11 1 ': :e scaUte again once a new expansion 
ha§ gained momentum. . To . a., cons iderable extent? that fear 
arises from more thah^ decade of failed efforts to reduce 
inflation for more than brief periods* and because such / 
expectations of inflation are still very much in evidence? 
wi must be especially prudent in designing monetary pOiLic^ 
in the period ahead. In particular? focusing monetary policy 
solely on the ntid for rapid- growth and i^oring the still-* 
present threat of inflation would risk surrendering the t 
gains that we have made against inflation at such a higifc|^r* 
social cost. ^ 

To be sure?the task of controlling inflation and 
restoring growth should not be viewed as the responsibility 
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of monetary policy along* Fiscal policy ,\ too, -must dq^its 
part/ I am well aware that^Congress and the Administration 

are sensitive to the dangers of the looming budget deficits* 

'* • / * - - 

but at the same time the eve/n^s of recent? weeks alluetrate 

the great difficulties of reaching" a consensu^ on hdw best 

to reduce these deficits * While mindful of these difficult ^ , 

ties* I would strongly urge you to continue seeking positive 

solutions that, mitigate the dangers associated with persistent, 

huge structural deficits^ 

J ^ther obstacles to an economic recovery reflect 

current difficulties" in the world economy, into which we 

have become increasingly integrated in the past decade. 

Poor economic/^onditions in foreign* nations * as well as a 

strong dollar, have limited U.S. exports in the; past two 

years and, have contributed importantly to the loss of jobs 

in several of our basic^indus tries 4 This external drag on 

our economy* if it were to continue* would be an impediment 

to^renewed expansion in the U*S* economy. Perhaps an even 

more serious^development is that ttte^roionged period of slow 

growth worldwide has exacerbated debt-servicing problems in 



sentiment in the industrial nations* The dangers inherent 
in this world economic situation are substantial i but they 
are not insurmountable , and I remain 1 hopeful that we can = 
deal with them successfully through the cooperative efforts 
of private and public institutions* 



* So long as .wt 'make progress toward' Solving these 
dif £ ieulties* both. at homt and in the international arena^ 

* €hm most likely outCOine foe ^pur eeonsmy will be tftat of 
expandi ng activity and declining, unemployment. Those gainst 
of - eQurii fj may not be ^steady from ; month to moath and will * 
not ffhow "P evenly in a 1*1 sectors. . Indeed, because ol the ; 
stresses and uncertainties spanned by \many years ct% high 
inf lation ^and slow growth* -many businesses will'likbly be 

.hesitant to expand investment and employment until there are / 

more convincing signs that tne recovery will prove lasting* * 

*.- J. ** 
■^Unemployment, therefore, will probably still be at p high 

. ' 1 '. 

level at the end oj this year, 

What matters most, though* is= not the* pace of the 
r^esovery in its first few months., but whether we can achieve 
^a broad-based and sustained expansion % and it" is to that v " 

end that our currenjt policies 'must be directed * Monetary 
■. and fiscal policies must necessarily share responsibility 
for the long run state of the economy, but at the ^ame time 
we should *be fully aware of the particular ways in which 
monetar y policy can influence th eeeonomy and of the ways _i n_ 
which its influence is limited* 

m a . 

- Economic analysis shows rather convincingly, I *. 
believe, that monetary pjslicy can be a 'contributing #f actor - 
. determining, the; ; rate of growth in nominal income , bit that 
there is no certainty that a^ particular monetary policy 



will have the Intended effect; on real economic activity and 
employment, particularly in the long run* \ One of the lessons 
learned in the past decade is that there is no reliable - 
trade '-off between inflation and unemployment , and be^fuse 
the dangers of inflation we r e^ne^e c t e d far too loriy the 
process of moving back' toward a mo rentable price environment 
has become* quite lengthy and very costly*^ : 

_ We would all agree, I think, that what we wanti . 
Ultimately for our^ citizens is an environment of rising real 
incomes and expanding job opportunities . I am convinced 
that the^best way the Federal Reserve- can help achieve thar 
end is by working to establish the kind of noninf iationary . 
economic expansion that can be sustained for a long periods 
Given 'an economy in which there is confidence of continued 
price stability#*a steady rise in employment and in living 
Standards is likely to follow, 

There remain, Mr* Chairman* the difficult questions/' 
of the extent to which the present recovery might reduce 
unemployment and, conversely, the extent to which "structural 
as well as " f rietionai , n unemployment would still persist even 
when the economy has returned to. its long-run nomntlationary 
growth path* ^ -. ... • 

The. concept of structural unemployment- is obviously 

a-Aiseful one in that it seeks to identify that portion Of total 

H .*.-. 

unemployment that is less related ,to the normal workings of 
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the business cycle and for which special programs that seek 

to attain a better match between workers and jobs might prove _ 

effect! ve « ~~ - * . "■=- ' . " ' 9 

Structural unemployment has long been a problem among 
eeftain groupS--ttinigirij for example—who often lack the 
training . needed in a rapidly changing -labor force- But# it 
also arises as patterns labor 5 demand shift in association 
with such. factors n changing population "patterns f technological 
advances* and the increased competitiveness in . internationa_l 
markets." Typical'ly, these structural changes occur gradually , 
with' diminished employment in some regions and industries 
being of f set by' an expansion of job opportunities in other 
areas. ^Because = it takes time for dislocated workers to obtain 
new training, to relocate* or to revise their wage expectations, 
the spells of unemployment for these workers tend to be parti^ 
cularly long „ -. ' ' ^ 

In practice* unfortunately * there has never been a 
clear-cut analytical or statistical distinction between structura 
unemployment and cyclical unemployment* and attempting to apply 
the distinction is especially difficult in the current period* 
It may well be* for instance, thst structural change has o^utced 
at an unupually rapid bace in recent years, and .that^ome 
industries will continue to fall well short of their previous 
peak levels &£ activity* even with a healthy and sustained 
economic recovery- .presumably, some of the workers displaced 



from those industries will discover new employment opportunities 
In sectors that are expanding, such as the high-technology 
industries, But such employment shifts take time, and, there 
is legitimate concern about whether the new industries can 

- y . 

absorb expeditiously tne workers dislocated from declining 
industries, especially given differences in geographic location 
and required job skills- I • 

Our historical experience suggests that a portion of 

""today's unemployment problem— probably a sizable portion— can 
best be alleviated through macroeconomic policies designed to 
encourage a sustainable recovery in activity, and some of the 
problems that now appear structural may disappear as activity 
recovers* Nevertheless, it appears that a significant unem- 
ployment problem is likely to persist even in a steadily expand 
ing economy. In the late 1970s, for instance, the unemployment 
rate dipped only slightly below the 6 percent mark, even after 
four years of economic expansion, and at present, it does not 
seem likely that the rate will drop back to that level any 
time soon, Indeed, the difficulties of reducing unemployment 
in the period ahead may be exacerbated by the deep-seated, 
and perhaps^ irreversible, changes that are affecting many of 
our primary industries , * 

Unfortunately, monetary and i iscal policies are 
ill-equipped to deal with the special problems of structural ■ 
unemployments However, over time a number of programs have 




evolved to address the difficulties off the structurally s 

" . . H k ' ' , * .'. - s 

unemployed * The approaches taken have included training and 

- " -Wf • •• *• ■ 

educational programs, relocation assistance, arid-special job 

* creating policies - We are still learning Whether some off 

tnese^ approachesf when carefully crafted to encompass the 

cooperative actions off business, labor, and government, can 

contribute to an easing off , the unemployment ^problems that 

confront . us, A. particular challenge for the period ahead will 

be to adapt these approaches so . as to best aid those workers 

displaced by the rapid changes now occurring in oUr industrial 

sector. ;- • . ; \, . 

^"=In conclusion, Mr. Chairmanr monetary policy best ^ 

serves by continuing to be focused on fostering a lasting^iSJC- 

pansiori in business activity within the framework .off continued 

progress against inflation* At the same time we recognize = : 

fully our responsibilities J.n promoting safety and soundness 

in the financial markets and in supporting a strengthening of 

the international financial system^ This nation has experienced 

the difficult adjustment process of restructuring for a produc* 

fcive, less inflationary economy after a decade of low productivity 

and destructive inflationary pressures** The human and economic 

costs of this disinflation ^process have been high. He cannot 

step back now from our commitments and thus jeopardise the * 

gains that we have garnered to date* The health and sustain^ 

ability of the economic recovery depends,,, off eoJrse, not only 

on monetary policy, but also on fiscal policy, in particular 

on whether policymakers can reduce the dangers of massive 

out-year budget de f i c its .'" With a respons i b le ff i sea 1 policy toV 

complement the monetary policies now in place, I am confident 

that the recovery can prove a durable one , associated with 

rising living standards and increased employment* 
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Chairman Fauntroy. We will move on to Mr. Keehn's state- 
ment, after which we will have questions. 

STATEMENT OP HON* SILAS KEEHN, PRESIDENT, FEDERAL 
• • .. RESERVE BANK OF CHICAGO 7 . - 

Mr. Keehn. Thank you, Mr. Chairman. ■ : • 

A copy of the full text of my statement has been ^Uyered to the 

committee, ; * .^T^ 

In the interests of saving your time and, if the committee would 
prefer, I would be pleased to provide 1 a briefer summary of my 

statement. , 
Chairman Fauntroy* If you would do so, it would be = appreciated:. 

Your statement in its entirety will be includedin the record, 
Mr. Keehn. Thank you very much. 

I appreciate the opportunity to appear before the subcommittee 
today to discuss the prospects for unemployment, I hope that my 
comments will be useful to this subcommittee in its important de- 
liberations. . _ • - _ , 1 

The Federal Reserve Bank of Chicago serves the Seventh ^Federal 
Reserve District, comprising all of Iowa, and major portions of Illi- 
nois, Indiana, Michigan, and Wisconsin. 
■ My testimony today will concentrate on this five-State area, 

The district has encountered serious economic dUfflcumes^ for the 
past 4 years, commencing roughly with the Iranian oil ^embargo of 
1979, Trouble had been building under the surface for a much 
longer period, but prior to 1979 our region was still generally pros- 
perous. Previous business recessions since World War H impacted 
tha region seriously, but activity always rebounded to new trighs in 
a year or so once a recovery was firmly underway. Since 1979 there 
have been no sustained recoveries. Howfver, evidence even m pur 
area is steadily accumulating that a durable recovery is now.under- 

way, , ■ . 

Trends m unemployment provide bur best available indication of 
the state of economic health in our district, In March, the latest 
month for which consistent data are available for all of our States, 
nonfarm payroll employment nationally was .2 percent below 
March 1982, while in the district it was down 8 percent. 

Manufacturing employment was down 6 percent from a year ear- 
lier nationally and down 8 percent In the district. Despite some 
callbacks in the auto and building material industries, total em- 
ployment has risen only modestly in the district since March arid 
employers offer, little - hope of a significant upturn in the near 
future, - _ , 

The trend of employment is particularly disturbing when viewed 
over a longer time span. In March nonfarm payroll employment in 
the United States was 1 percent below March 1979, In the district 
it was down 10 percent. . ; - , 

From 1947 through 1979 payroll employment increased national- 
ly at a compounded rate of 2,8 perq|n> annually. If this; trend had 
continued, payroll employment, nationally, would be about 9 per- 
cent higher currently than in early 1979 rather than 1 percent 
lower. From 1947 through 1979 employment m the district in- 
creased at a 1,7-percent annual rate. If this trend had continued, 
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employment in the district would be 7 percent higher now rather 
than 10'percent lower, * ■' '' y - 

Very simply, we have had a negative gap in em^oyment in the 
Midwest, and with the passage of time the,_ magnitude of the gap 
has been increasing. - ' % • 

In March unemployment was estimated at 10.3 percent of the 
labor force nationally and 12.5 percent in the five-State area with a 
range of from 9.8 percent in Iowa to 1 5.7 v percent in Michigan. Xll 
of the date for the individual states for the month of April are riot 
yet available, but in Michigan the unemployment rate in April had 
declined to 14.9 percent. In early 1979 unemployment was less seri- 
ous in the district than was the case nationally. Since then the 
problem has become relatively more serious in our area and sub- 
stantially so. . _ • 

Unemployment problems vary by locality, In ttie past year or 
two jobless rates have been estimated at 15 to over 20 percent for 
industrial centers such as Roekford, 111,; Gary, Ind.; Dubuque, Iowa; 
Flint, Mich.; and Racine, Wis, Unemployment is chronically high 
among the minority groups in large cities, especially Chicago and 
Detroit, ~ 

Unemployment is particularly high for teenagers compared to 
adults and for blacks relative to whites. 

One pattern of unemployment, however, has shifted in the past 2 
years, both nationally as well as regionally, Historically jobless 
rates were lower for men than women. Currently jobless^ rates, are 
higher for men, The main reason is that unemployment has been 
heaviest arid most prolonged in durable goods manufacturing and 
in construction, sectors where female workers are relatively few. 

The current recession has repeated the course of earlier declines 
with the heaviest layWFs in the most cyclical industries, hard goods 
manufacturing and^onstructlon. The main difference this time is 
the long duration of the problem coupled with increasing concern 
that cyclically depressed industries will never fully recover* at least 
not in the form in which they existed prior to 1979, Many factories 
in our* area have been closed and demolished. 

Population in the district has been, growirig.somewhat less rapid- 
ly than in the Nation for quite some while, However, in he 1970's 
this disparity increased* In the period from 1970 to 1980, growth 
was 11.4 percent for the United States as a whole and 4,2 percent 
for the five States, From 1980 to 1982, U.S. population rose 2,2 per- 
cent while the five-State area declined by 0.8 percent, Indiana, 
Iowa, and Michigan all lost population in the period between 1980 
and 1982, The reduction or reversal of population growth reflects 
in large part the 'migration of jobseekers to the south' and to. the 
west. Fewer people mean less need for all consumer goods and serv- 
ices including housing. Fewer workers are required to supply these 
needs .when the population grows at a slower pace or declines. 

In a large degree, the relative increase in unemployment in, the 
Seventh Federal Reserve District' reflects the composition of indus- 
try and distribution of employment in the region. In 1978 15.7 per- 
cent of the Nation's nonfarm payroll employment was in the five- 
State area, Somewhat more than its proportion of the Nation's pop- 
ulation. That year these States accounted for 19,8 percent of the 
Nation" s employment, in manufacturing, and 23.4 percent of dm- 
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ploym^it fri durable goods manufacturing. Within durable goods, 
these* States accounted for much larger proportions of employment 
in steel, motor vehicles, and equipment for agriculture, construc- 
tion, metal working mining, raH transporfetion, and recreation, - 

In the past 4 years all of the durable goods industries reduced 
employment sharply, especially those; that are dominant m our r dis- 
trict Moreover, in [ many cases the districts share of the National 
employment in these industries declined. 

Among the causes, as we view them, are the following: Generally 
depressed conditions always affect durables more severely, both 
consumer and producer goods. Reduction in demand has been in- 
tensified by high interest rates and increased the isest of financing 
long-lived equipment In addition, low farming for 3 successive 
^ears has caused farmers to curtail purchases ' of equipment pre- 
dominantly manufactured in our district. ■ 

The Energy crisis has .had a particulwly severe impact on the 
district High fuel costs have deterred outlays on motor vehicles 
and recreational equipment. Moreover, the district imports most of 
its fuel from other States and abroad, and it has a relatively small ^ 
involvement in the apparatus associated with energy development. 
Procurement of defense equipment has been expanding rapidly 
and is expected to rise further. The district's involvement m de- 
fense, although significant in some items, is far below its propor- 
tion for equipment generally. ' . „ - j * ~ 4. ? 

The district has also been hurt by the migration of industry to 
the Bun Belt, encouraged by lower employment costs and lower 
fuel costs. Some district companies increasingly have concentrated 
production in their more southern plants. 

Increased foreign competition aided by the high vaIue_ol the 
dollar and subsidisation of industry by foreign government has had 
more effect on our district than elsewhere in the Nation, especially 
in the area of steel, vehicles, and capital goods, Foreign producers 
have much lower labor costs and American technological Jeads._ 
have diminished, . . . - _ 0 , , , ' 

The huge rise in the price of energy since 1973 has had a mwt, 
adverse effect on demand for vehicles and other district products 
that use fuel. There is another dimension to the problem. Per; 
capita energy use in the district is relatively high. This includes^ 
fuel for heating homes and other buildings as well as for transpor- 
tation and for industrial processes. m . 

District States produce only a very small proportion of the tuei 
that they consume— oil, natural gas, and coal. Illinois has vast un- 
derground supplies of high sulfur coal, but the usage has been 
closely restricted by antipollution regulations. As a result, coal 
burned by Midwest electric utilities is largely imported from the 
Rocky Mountain States. Oil and natural gas come mainly from the 
Southwest and from abroad. "•»■■■ t: 

The price of fuel at the source or at ocean sports becomes_even 
higher when transportation costs to the Midwest are added, In ad- 
dition, energy producing States levy heavy severance taxes on coal, 
oil and gas production. As a result, fuel users in district btates help 
pay the costs of government in the fuel producing States, 

Wage rates in the district have been above average for the 
Ration for many years. The gap is widest in Michigan where 
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hourly earnings for production workers in manufacturing in 1982 
averaged nearly *bne-thfc-d higher than for the United States. Wage 
ratesjn other seventh district States were 10 percent to 18 percent 
higher than the national average. 

In addition to wages, total worker compensation includes benefits 
such as vacation pay, pensions, medical and dental insurance as 
well as workmen s compensation, supplementary unemployment 
benefits, and many other items/These benefit packages tend to be 
^ery liberal in durable goods industries as a result of successive im- 
provements obtained; in union contracts over the years. In heavily , 
unionized areas such as the Michigan automotive centers, worker 
, compensation m nonunionized industries, such as banking, tend to 
be influenced by the terms won by unions, Unionisation in the dis- 
trict has become increasingly important in State and local govern- 
ment, education, and food retailing. 

Productivity growth in district industries— which can offset in- 
creases in compensation— has been hampered by a number, of fas- 
tors. Some relate to labor problems such as absenteeism, strikes, 
restrictive work rules on job assignments, overtime pay ahd disci- 
pline. The district also has a disproportionate share of theNatibn's 
older industrial facilities which compete with newer plante that 
are located elsewhere. They were planned and constructed Tkt a 
higher state of the art* , •• •• - ." « ^ ^ 

> Our five district States contribute a much higher proportion of 
the Federal Government" s revenues than they receive in Federal 
disbursements. This is especially true in the case of national de- 
fense. The district has about 15 percent of the Nation- s population, . 
and generates 15 percent of its personal income. But these States 
receive less than 11 percent of total Federal outlays, and only 5 
percent of outlays for defense. The relatively Mw participation of 
the district in Federal outlays stands out dramatically nT 
son with the other States on a per capita bai 
The five States in our area rank at the 
States in per capita total Federal spending 
terms of defense spending. i j 

Until the late 1970's,, increases in StateNand local government 
employment in the district had tended to offset periodic declines in 
private employment, rising even in recession years. In the-past 2 
years, State and local governments throughout the district have 
been grappling with serious financial problems. Revenue shortfalls 
have reflected both the recession's effect on tax revenues and cut 
backs of Federal aid. State and local governments are dealing with 
their financial problems by curtailing programs and raising taxes. 
While these steps are absolutely necessary to achieve financial sol- 
vency, they work to reinforce the problems of the region. 

In the past 3 years declining farming has coincided with and re- 
inforced the contraction in manufacturing#Many smaller commu- 
nities are dependent on sales of equipment," supplies and services to 
farmers. There are signs that the farm sector also is beginning to 
recover, but any improvement here is likely to be slow. 

The acreage removed from production of major crops this year 
will be nearly a fifth of the area planted in 1982. The largest re- 
moval ever under government programs, The decline in acreage 
will help return the farm sector to a stronger financial footing. But 
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in the Interim industries that furnish products and services to 
farms will experience weak sales. Sales of farm equipment -will, 
remain at very depressed levels, but may begin to strengthen layer 

in the year. \. ' • , ' * , 

A large share of unemployment in the district is concentratea in 
the distressed inner-city areas of the larger centers, Job opportuni- 
ties of residents are restricted by inadequate education and by 
other problems, associated with disadvantaged groups, High crime 
ratel deter businesses from locating in the ignor city and may da- 
termme decisions to. mipate. Insurance coot are high, localise of 
the risk of damage to property. , "l i 

Employment growth in the central business districts ot iar^e 
cities has been dampened by a number of other factors^ ^eluding 
decentraHzation of corporate headquarters and automation of fi- 
nancial and other services. Organizations which had been addmg 
workers steadily into the roid-1970's, such as banks,- insurance com- 
panies, public utilities and government bodies have stabilized or re- 
duced staff in -the past ^ear or two. Until the mid-1970 s, most of 
these employers were hiring actively year after year, _ 

Regulations controlling mdustrial emissions have had a dispro- 
portionate impaction the Middle West, Controls can be mcorpora^ 
ed at lower cost inlaewly constructed facilities. Deadlines for meetr 
ing emission standards imposed on older plants may be satisfied 
more easily by simply closing the plants, . / . 

Business groups complain of unfavorable business climates in the 
industrial States of the Midwest. Costs of unemployment insurance 
and workmen's compensation are relatively high in our iarea^ espe- 
cially in Illinois and Michigan, Other complaints involve high 
taxes, State pollution controls, laws affecting hiring and personnel 
practices, ana other regulations, 

Some large district companies that were m excellent financial 
condition a decade^feo are now operating under very severe stress. 
Their problems uspally are the' result nf several factpre— falling 
sales below expeditions, intense competition, rising cost of labor 
and other inputs, and hejavy debt incurred at relatively high inter- 
est rates. Erosion of morale and* confidence which has been devel* 
oped over the past several years will not be corrected in the next 
year or two, Until financial strength is solidly reestablished and 
the general economy is clearly in a new growth trend, business 
caution will restrain commitments for new capital spending, inven- 
tory investment and hiring. ■ 

Projections of employment and unemployment are subject to 
very substantial error. Hie main factor affecting conditions m the 
Midwest in the future will be the trend r€f the national economy, A 
strorife^and sustained recovery would eventually bring sharply 
higher Irders for districts* capital goods. However, most of. the ad- 
verse factors d^ribed above can be corrected only gradually,; 
Many manufacturing operations that were closed in recent years 
will never reopen, and some of the service industries, for example, 
financial futures and the\like, are growing steadily, but this will 
not replace m vigorous manufacturing sector. . 

In the long run, we believe the Midwest can regain its economic 
health, although not in the same robust form as earlier decades. 
Adjustments in business, agriculture, labor, And government are al- 
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ready underway. The present resources that brought prosperity to 
the region are still present, such 'as excellent transportation, ready 

..access-- to raw materials and markets, ample fresh water, a well- 
educated work force, and a highly productive agricultural hinter- 
land. A major precondition for sustained economic growth and 're- 
duced unemployment in the Nation, and. especially. in. our area, is 
the maintenance of a noniriflationary environment A resurgence 
ofinflation would^recreate the distortions in business and individu- 
aFdecisionmaking that were 'associated 'with ever higher rates of 
unemployment and successive business cycles. 

I emphasize the importance of price stability, because the wbo- 
nomie problems of the Midwest are traceable' -to a very large degree 

-.to inflation, For many years inflation nurtured an illusion of eco- 
nomic well-being while cutting deeply into the regions* economic 
strength. Inflation is accompanied by increases in operating costs, 
costs of carrying inventory, and capital investment. If rising costs 
are not fully reflected, in increased selling prices? real profits then 
decline. - . • " = ■ - / 

Lenders, fearful of the erosion^^their. inveatmente through in- 
flation insist on shorter matujrfties. Long-term funds become less 
available, tod borrowers witn long-term horizons are less able to 
undertake investments. Cutoff rates of return are raised and corpo- 
rations look for investments with shorter paybacks. Purchasers of 
existing assets may appear preferable to financing new plant and 
equipment, — 

With a large proportion of its manufacturing employment m du- # 
rable goods, our district has been hard hit by the sluggishness oF" 
new investment. A noninfiatiqnary environment will revitaJiSe 
long-term financial markets,? increase incentives for investment 
and greatly improve the employment outlook. The recoveries has 
started, but painful adjustments are still underway. We must be 
aware of pressures to speed the up trend by excessive expansion of 
money and credit, and still heavier Federal deficits. 
v Short-term improvement induced by inflationary economic poli- 
cies would cause severe long-term losses, Price stability fostered by 
appropriate monetary policy is a necessary condition of the reduc- 
tion of both inflation and unemployment. 

There is also a role for the individual Reserve Hmks. The com- ■ 
plex processes of economic adjustment involves social and economic 
objectives that may conflict and goals of various regions that may 
clash. Cooperative-national and regional efforts are required. The 
Reserve banks can assist in this f process, serving the centers for 
studies of the regions and as catalysts for cooperative efforts, 

Mr. Chairman, that concludes my statement, I do appreciate, the 
invitation to testify here and, also, most importantly, in your inter- 
est of the problems of ' our particular district, 
[The prepared statement of Mr. Keehn follows:] 
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^ I appreciate the opportunity to appear before this Subcommittee today to J 
dWcuss prospects for unemployment. The severity of the Current economic dlf- 
— f 1cult1es 1n the Midwest and the concerns about the longer-term problems asso- 
ciated with economic adjustment have been widely reported and dlscussed,- 
Nevertheless, It seems to me that the seriousness of the situation requires ' 
s aVI of us. in both .our official and private capacities, to do all we can to 
find realistic and economically justified resolutions of the problems %t In- 
surlng sust&nabie high levels of economic, well-being both In our region and 
nationwide J I hope that my comments will be useful to this Subcommittee In . 
Its deliberations. . ' . , 

. *. The Federal Reserve Bank of Chicago; of which I am President, serves the 
Seventh Federal Reserve District comprising all of Iowa and the major portlogs 
of Illinois, Indiana* Michigan r and Wisconsin, While we often refer to the 
region of the Seventh District as the "Midwest," we have no monopoly on this 
term, "Midwest" is often applied to the entire area norttf of the Ohio River ' 
from the Appalachlani to the Rockies, or to the Bureau of Census* deslgnatid 
North Central states* divided into the East North Central region (five states) 
and the West North Central region (seven states). (See map) 

T he problems of western "Pennsylvania and Ohio have^ been broadly similar 
to those of the states of the Seventh District, However, rny testimony will 
concentrate on the five-state area with which we are most familiar, 

" By any definition the Midwest has, encountered serious economic difficul- 
ties for the past four years, commencing roughly with the Iranian oil embargo 1 
of 1979. Trouble had been building under the surface for a much longer 
period, but prior to 1979 our region was still generally prosperous. Previous 
business recessions since World War II had Impacted the region seriously,, but j* 
activity always rebounded to new highs in a /year or so once a recovery was ^ 
firmly underway. Since 1979 there have been no sustained recoveries. 



Employment Trends * _ m. 1= .-; . . . : , : - 

Trends in employment and unemployment constitute our best /Indication of 
the state of economic. hejlth of the Seventh District or any other region.-, 
5 In March, the latest. month for which consistent data are available for 
all states, nonfarm payroll empl oyment In the five-state area was 3 percent 
below March 1982. Nationally, employment was down 2 percent. Manufac^ 
turlng employment wasVdpwn 8 percent from a year earlier In the District and 
down 6 percent nationally. » (See table 1) j 

Despite some callbacks In the auto and building materials Industries, 
there Is no clear evidence that employment has risen significantly In the 
District since March. Moreover, information on help-wanted advertising and 
surveys of employer hiring Intentions offer little hope, for a significant up- 
turn in the near future. Sunnier jobs for students will be hard to find. An 
unusually large share of spring graduates from high schools and colleges find 
the end of the school year approaching with mrirm job offers, In hand, 

The trend Of employment is particularly jjnsturbing when Viewed over a 
longer time span. In March, nonfarm payroll employment 1n the U.S. was 
1 percent below March 1979. From 1947 through 1979 payroll femployment 
Increased nationally at a compounded rate of 2,3 percent annually. If this 
trend had continued, payroll employment, nationally, would be 9 percent highe 
currently than "in early 1979. In the District, payroll employment in, March 
was 10 pfercent below th^ level of March 1979, with declines ranging from S 
percent jin Wisconsin to 14 percent in Michigan* .Instead of being 10 percent 
lower Jjlan in 1979, employment In^he-fi^stHet would be substantially higher 
now if growth had continued at the earlier rate. 

Manufacturing employment in the U.S. In March 1983 was 14^ percent below 
March 1979. In the District, the decline was 26 percent, with declines 
ranging from 21 percent in Wisconsin to 29 percent in Michigan. In 



addition, many workers currently are on short work weeks. Aside from manufac- 

_ ttjri n l 1 !^?l°j ffnen t 1 ? a t s h a Cg 1 y •_ r g. d Jjgg Qg v _ e 1 s 1 n con struct^ on and some types 
of transportation* f . . = * . 

Unemployment Trends '* 

.Payroll employment data are based on reports of empl oyers to government 
agencies. Unemployment is much more difficult *to measure accurately. Data on 
the number of people receiving unemployment compensation comprise a major ... - 
Input for -state and local unemployment estimates which are derived through a 
complicated process. Unemployment compensatlondata do not Include either V 
people who lose jobs and are not covered by unemployment Insurance, or new" 
entrants and re-entrants to the labor force. Problems such as determining 
whether an individual is "actively seeking work," Is a "diseouragediworker^ 
or Is Insisting on unrealistic terms of employment (and other measurement 
problems) impose obstacles to precise estimates of unemployment, Despite 
these provisos/ we can assert unequivocally that unemployment is hi gh=-at the 
highest levels since the Great Depression of the 1930s— and that the problem'? 
is more severe In the District than nationally, * ' ~- ' 
; In March unemployment was estimated atr 10.3 percent of th| labor force " 

nationally and iLs percent In the five-state area, with a range from 9.8 
percent In Iowa to 15.7 percent in Michigan. A year earlier the rate was 9,0 
percent nationally and 11,5 percent in the District. (See table 2) 

" In early 1979, unemployment nationwide was high by standards . of the 1950s 
or 1960s, but low by today's yardstick, In March 1979, the rate was 5.8 . 

percent, nationally, and 5,8 percent In the District, with a range from 4,0 

■ J ... 
percent In Wisconsin to 7,1 percent in Michigan. In short, four years ago 

unemployment was about equally serious in the District and nationally. Since 

then the problem has been more seriousjiere^ and substantially so. '~ 
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Local Unemployment _. ».. ' * 

Unemployment problems vary by locality. In the past year or two jobless 
rates have been estimated at 15 to over HQ percent for Industrial centers such 
as Rockford, Illinois^ Gary, Indiana! Dubuque. Iowa; Flint, Michigan; and 
Racine* Wisconsin, Unemployment Is chronically^ high r among minorities . In.the 
large cities* especially Chicago and Detroit* (See tables 3 and 3A) 

Depressed, conditions In smaller centers of|^n reflect declines in jobs, 
.temporary or permanent, at the principal establishment in "one Industry 
towns," Also, local labor markets often are not clearly defined. Many^ 
workers are willing to drive 50-60 miles or more to work and return each work 
day, A different situation exists In the inner cities where unemployed 
workers may be unable to conmute to. suburbs— where jobs often are more } 
available— because of limitations of public transportation, 
D 1 mens ion r of: Un empl oyment * ' - • 

The distribution" of unemployment by age. sex, and race Is similar in 
District states to the national pattern, (See table 4) : 

Unempl oyment" has ; .1 ncreased substantially in therecesslon for all groups. 
Unemployment, as always. Is part1cularly%igh for teenagers compared to 
adults, and for blacks- relative to whites. One pattern of unemployment, . 
however, has shifted In the past two years, both nationally and regionally, k 
Historically, jobless rate% were lower for men thah for women. 8 Currently, 
jobless rates are higher for men. Partly, this may reflect legal pressure to 
hire and retain women employees. A more important reason, however, is that 
unemployment has been heaviest and most prolonged In durable goods* manufac- 
turing and in construction, sectors where female workers are. relatively few, 
Concerning unemployment by industry, the current recession has^ repeated 
the course of earlier declines, with the heaviest layoffs In; the most cyclical 
Industries— hard goods and construction, The main difference this time is the 



long duration of the problem, coupled with Increasing concern that ejjtel ical ly 
depressed Industries will never fully recover, at least net In the form in 
which they existed prior to 1979. Hany factories have been closed and demol- 
ished. In ethers equipment has been removed and disposed of at auction. 
Population Growth . 

Population In the five-state area has been growing less rapidly than in 
the nation' for a century, In 1930, the area had 17.1 percent of the nation's 
population* By 1970, this ratio had dropped to 16 percent. In the 1970s the 
drop in the ratio accelerated* iy 1910 the five states had only 14,9 percent 
of the nation's population, and by 1982 14*6 percent* (See table 5) 

From 1960 to 1970 the 0,5* population rose 13*4 percent while population 
in the five statesjrose 10*8 percent* lt\ i 1970-10,* growth was 11.4 percent for 
the U.S., and 4.1 percent for the five states* From 1980-to 1982 U.S. popula- 
tion rose 2.2 percent (according te = Census estimates) » while the five-state 
area decljned by 0.3 percent*- Indiana, Iowa, and Michigan lost population in 
1980*82* The reduction or reversal of population growth reflects. In large, 
parts migration of* job seekers to the South and West* 

Population loss is associated with* reduced job opportunities. Fewer 
people means less need for all consumer goods and services, including housing* 
Fewer workers are required to supply these needs when population grows at a , 
slower pace or declines* * 
The Industry Mix 

In large degree the relative increase in Unemployment in the "Seventh 
Federal Reserve District reflects the composition of industry, and the distri- 
bution of employment in the region. 

In 1978, when business activity in the Seventh District'was still robust* 
15.7 percent Of the nation's honfarm payroll employment was inthe five-state * 



area. 



iV somewhat more than the proportion Of the nation 1 ! total population re- 
siding there, Theii states accounted for 19.3 percent of the nation's employ- 
ment in manufacturing, and 23.4 percent of employment in durable goods manufac- 
turing. Within durable goods, these states accounted for 31 percent of employ- 
ment in steel, 55 percent 1n engines and turbines, S6 percent In farm machinery 
35 percent In construction machinery, 35 percent In metal working machinery, 
and 54 percent 1n motor vehicles. (See table 6), ■ 

The five states accounted for a very high proportion of the nation's em- 
ployment—ranging up to 70-80 p^cent— In farm tractors, heavy ear thmoving 
equipment, industrial cranes, dlesel engines, recreational vehicles, and . 
outboard engines* , 
Reasons for the Decline in Durable Sodds Employment 

In the past four years, ill of the durable goods industries reduced em- 
ployment sharply. Moreover, In many cases the District's share of the 
nation's employment In these Industries has declined. Among the causes are 
the following! 

1. Generally depressed conditions 1\ the nation which always affect 
durables most severely because these are relatively expensive, 
postponable purchases. 

2. High interest rates that increase the cost of financing investments 
In long-lived equipment, customarily purchased on credit both by 
consumers and business. 

3. High fuel costs which have deterred outlays on types of motor 
vehicles— larger cars and trucks and recreational equipment— output 
of which is concentrated in the Midwest,- 

4. a relatively small District proportion of production of energy 
development equipment, which, until late ISph was a booming 
industry. • 



5. Relatively small District Involvement' In production of defense 
equipment, which has been expanding rapidly In recent years. 

6. Low farm Income, which his caused farmers to curtail purchases of 
equipment, 

7. Migration of industry to the "Sunbelt," encouraged by lower 
employment costs, lower fuel costs, and financial Incentives offered 

. . by southern states- .' 
8* Concentration of production by some producers In more modern 

southern plants that had supplemented northern operations In earlier 
years when demand was strong. 

9. Increased competition from abroad with the high value of the dollar 
and foreign subsidization of Industry* Including favorable credit 
terms s tending to reduce U.S* exports arid encourage imports. 
(Components, as well as complete machines, increasingly are 
Imported. ) 

10. Much lower labor costs abroad, sometimes only a small fraction of 
domestic costs. (Frequently foreign plants that utilize American 
technology are owned In whole or in part by American companies,) 

11. A slippage In American technological leads, partly because of the 
export of U*S. technology through licensing or other means. 

, 12. in the past year, reduced exports of U.S. capital, goods to oil 

exporting nations whose oil revenues were cut by smaller shipments 
and soft prices. 
Energy Costs ' 

. The huge rise In the price of energy since 1S73 has had a direct, adverse 
effect on demand for vehicles and other District products that use fuel. 
There Is another dimension to the problem. Per capita energy use in the 



District Is relatively high. This includes fuel for heating homes and other 
buildings, for transportation* and for industrial processes. 

District states produce only a very small proportion of the energy they 
consume— oil, natural gas, and coal. Illinois has vast underground supplies 
of high sulfur coal, but usage has been closely restricted by antl -pollution 
regulations. As a results coal burned by Midwest electric. utilities Is now 
largely Imported from the Rocky Mountain states. Oil and natural gas come 
mainly from the South, the Southwest, and abroad. * 

The price of fuel at the source or at ocean ports^ecomes even higher 
when transportation costs to the Midwest are added* In addition, 
energy*produc1ng states levy heavy severance taxes on coal* oft and gas . 
production. As a result, fuel users In District states h^p_pajf*costs of 
government In fuel -producing states. In 1981, severance taxes as a share of 
total tax revenues in the principal oil and coal producing states ranged from 
21 to 50 percent. 
High Labor Costs 

Wage rates in the District have been above the average for the nation for 
many years. The "gap" is widest in Michigan, where hourly earnings of ; ' 
production workers in manufacturing in 1982 averaged nearly one-third higher 
than for the U.S. Wage rates. in other Seventh District states were 10 percent 
to 18 percent higher than the national average, (See table. 7) *' . 

In addition to wages, total worker compensation includes benefits such as 
vacation pay, pensions, medical and dental insurance* workers' compensation, 
supplementary unemployment benefits, and many others,. These benefit packages 
tend to be very liberal in durable goods industries as a result of successive 
"improvements" obtained in union contracts over tbjvears. In heavily 



unionized areas such as the Michigan automotive centeVs* worker compensation 
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, In non-unionized Industries such as banking tends to be Influenced by the 
terms won by unions. Unionization in the District has become increasingly 
important In state and local governments education, and food retailing. 

Total compensation of production workers . in the steelj.auto t and 
construction arid farm equipment industries averages at least- $20 per hour, 
well over $40,000 00 an annual -basis* This compares with total costs 
estimated at $12 per hour In Japan, and much lower levels in other parts of 
the Orient and in Mexico. These areas are involved increasingly in 
e off-shore n sourelng of components* 

In the past year, unions have yielded some "concessions" on wages and 
benefits, But, overall, there is still a wide gap in compensation 
differentials 1n District industries compared with other regions and foreign 
*n^fcions* 
Productivity; 

High levels of hourly compensation can be countered by gains in labor 
productivity, output per hour. Productivity had been rising at a rapid pace 
of 2, to 3 percent, annually through most of the postwar period* Since 1977, 
however, there has-been no growth. Increases in productivity are experted^pr 
resume in 1983 If economic activity increases as expected* . - 

Productivity growth In District industries has been hampered by a number 
of factors* Some relate to labor problems such as absenteeisms strikes*, and 
restrictive work rules on job assignments* overtime pay, and discipline. The 
District also has a disproportionate share of the nation's older Industrial 
fatuities which compete with hewer plants (often located in other regions or 
countries) planned and constructed at a higher "state of the art*" Managerial 
'shortcomings, now undergoing correction, also have limited improvements in 
productivity. : * 



Federal, Spending • . . - . 

The five District states* contribute a much higher proportion of the 
federal goyernjnent , ,§ revenues than they receive in federal disbursements* 
This is especially true in the case of national defense, ^This disparity tends 
to reinforce other factors adversely affecting economic activity in the 
region- - * 

The five District states have IS percent of the nation's population and 
generate about 15 percent of its personal income, their contribution to : 
federal revenues is probably slightly in excess of 15 percent. These states 
receive a much smaller share of federal outlays disbursed in the United 
States, only 10.7 percent of the total and only 5.1 percent of the outlays for. 
defense, (These data exclude interest paid and certain. other Items not 
allocable by state, ) (See table fl) 

The relatively Jow participation of the District In federal outlays 
stands out dramatically In comparisons with other states on a per capita 
basis,, The five states have five of the six bottom slots among the; 50 states 
in per capita total federal spending and four of the lowest seven positions in 
defense spending. Indiana ranks^lghest in the District in defense, but is - 
still only 34th. States with the highest per capita^ federal outlays are those 
with relatively high proportions of federal payrolls, civilian and military, 
and defense procurement. 
State and* Local Governments 

Until,. the late 1970s, State and local government employment in the 
District had tended to offset periodic declines In private employment, rising 
even in recession years. In the past two years, state and local governments 
throughout the District have been grappling with serious financial problems, , 



47 



Revenue shortfalls have re flee 




,hthe recession's effect on tax revenuts 



and cutbacks of federal aid, \ Meanwhile, requirements for social programs and 



While these steps are necessary, to achieve financial solvency, they work to 
reinforce the recession. T •. ^ wi . 

The Farm Economy 



curtailed, the farm. economy of the District was relatively prosperous*. In the" 
past three years, declining farm income has coincided with and reinforced the 
contract1en*in manufacturing. Many , smaller communities are, dependent on sales 
of equipment* supplies* and services to fanners. " 

Data on agrlcjjlturaTly-related employment are sparse, rendering precise 
characterizations of the situation difficult. - Yet, there is no doubt that 
rural communities and the industries serving agriculture-have suffered * 
extensively in the economic downturn of recent years. There are signs that 
the farm sector is beginning to recover. But any recovery in agriculturally- 
related employment, in the Midwest and nationwide, is likely to be slow. 
1983 Acreage Set»A_sjde 

The level of farmer enrollment in government farm programs suggests some 

82 million acres will be removed from crop production in 1983, Even allowing 

for slippage in final compliance* it is probable that the acreage removed from 

production this year will be nearly a fifth of the area planted to principal 

crops in 1982»-the largest removal ever under government programs. The * 

t ..■=■-. 
decline in acreage will be sufficient to return the farm sector to a much 

^ stronger financial footing, , / ' 




welfare outlays have increased. 



State and local governments are dealing with their financial problems by 
(1) curtailing programs (often: reducing employment), and (2) raising taxes. 



In some periods in the past When durable goods manufacturing was 



In the Interim, Industries "that furnish Inputs and services to farms will 
experience weak sales. Sales.of seeds ^ fuels, fertilizer, and pesticides ■ 
probably will decline at least 10 to IS percent this year. Purchases of grain 
storage facilities. also will decline^ Unit sales of farm equipment, down 10 
percent from the levels of the late 1970s, will remain it very depressed 
levels, out may bi|1n to strengthen late this year as farm earnings Improve. 
Transportation needs will be reduced. The demand for new farm loans will 
weaken, but creditors will still be restructuring older problem. credits. 

The acreage cutback will affect employment in some industries more than 
others. ' In fertilizer and farm equipment, where product inventories s a re high 
and sales are primarily to agriculture, job losses will be substantial. 
Industries that rely on nonagri cultural markets, more than agricultural 
markets* such as transportation and pesticides, will be much less affected. 
Bio City Problems 

A Targe share of unemployment in the District is concentrated in the 
distressed inner-c ; ity areas* of the larger centers. Job opportunities' of 
residents are restricted inadequate education and othen problems associated 
with disadvantaged groups/ &E0 and affirmative action programs -may fail to 
improve access to jobs in affected areas because, some employers will move 
their operations elsewhere. 

Despite high unemployment, there is a continuing need for workers in . 
low-paying, less desirable jobs. Availability of such jobs has.brought a 
steady influx of aliens to the District--mainly from Latin America, the 
Orient, and Eastern Europe. Many "of thesl aliens are in the "underground" 
economy, not counted in the labor force. 

High crime rates deter businesses from locating In" the inner city, and in 
some eases may be the dc-iding factor in decisions to migrate. Fear of 
violence may make valued employees unwilling to travel to inadequately policed 
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neighborhoods* Insurance costs are high because of possible damage to 
property, especially through arson. : Theft of supplies, materials, and 
finished goods also raises operating costs. "■ • 

Employment growth In the central business districts of large cities has 
been dampened by a number of factors. Including decentralization of corporate 
headquarters and automation of financial and other services- Many banks* 
Insurance companies* public utilities, and government bodies have reduced staff 
in the past year or two, Until the mid-1970s, most of these employers, were 
hiring actively year after year, Currently, they offer few new job 
opportunities with openings often filled by transfers of "redundant" workers 
from other departments, 

Pol 1 u 1 1 en Con t rql§ * 

. Regulations controlling Industrial emissions— air* water, and solid 
wastes—have had a disproportionate Impact on the Midwest* Emission controls 
can be Incorporated at lower cost in newly constructed facilities. Deadlines 
for meeting emission standards Imposed on older'plants may be satisfied easily 
by closing the plants* Often closings have been the answer, especially for 

foundries. Such ideel si ons have been encouraged by the income tax code, - Many 

Midwest plants, once locally owned* have been acquired by conglomerates whose 
owners may benefit from tax write-offs when older facilities are shut down, 
This has been the major incentive for some acquisitions. 

On January 31, 1983 , the;iPA proposed a ban on construction of major 
Industrial facilities in 144 United States counties— including those in the 
areas of Chicago, Detroit, and Milwaukee— for failure to meet deadlines and 
requirements for Improving air quality. The IPA^ maintains that the ban Is 
mandated by existing law, even though it would slow, the cleanup by extending 
the use of old facilities with high levels of harmful emissions* 
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business Environment ** . »■ 

. Business groups complain of "unfavorable business climates" In the 
industrial states of the Midwest, Costs of unemployment Insurance and 
workers 1 compensation are, relatively high In this region .Specially In 
Illinois and Michigan. (See table 9) TKese costs reflect both the size of 
payments and the ease of establishing claims. Other complaints Involve high 
taxes, state pollution controls* restrictions on cutoffs of utility services* 
and laws affecting hiring and personnel practices. 

Earlier this year Alexander Grant and Co. published Its fourth study of 
General Manufacturing Business Climates In the 48 contiguous states. States 
were assigned overall rankings for 1982. Florida, Texas, and North Carolina 
took the top three spots, Indiana wis 29, Iowa 3S, Wisconsin 36, Illinois 42, 
and Michigan 48. Among the adverse factors considered! 

Relative cost rff fuel and electricity . Costs In the Great Lakes states 
were 41 percent greater than In the South Central Region, and 4 percent more 
than the national average, ' 

Wa ge costs . Michigan' had ihr highest wage costs of. any state, ^The 
average for the Great Lakes states" was 40 percent higher than for the* • 
Southeastern states^ and 18 percent "above the national average. 

Unionization. In the Great Lakes states 31 percent of no nf arm workers 
were organized, compared to less than 10 percent In the Carol inas. 

Taxes, Taxation in the Great Lakes states, relative to incomes, was 
about equal to the national average, but higher than in the Southeastern 
states, * 

Financial Condition of Business , 



: same urge District companies that were in excellent financial condition 
a decade ago are now operating under severe stress. Their problems usually 
are a result of several factors-sales falling below expectations, intense 



competition, rising costs of labor and other Inputs, and heavy debts incurred 
at high Interest rates. .Some of these firms are operating under -Special 
agreement with creditors who could force them into bankruptcy under 
contractual agreements. - - " . 

Erosion of executive morale and confidence which has developed over the 
past several years will not be corrected In a year or two. Until financial 
strength Is solidly reestablished and the general economy is clearly in a new 
growth trend, business caution will restrain commitments for capital spending, 
inventory Investments and hi rings. J 
The Outlook . * 

Projections of employment^aiwr'unempl oyment are subject to substantial 
error. Forecasts by District state governments and regional .development 
organizations in recent years have proved much too optimistic* 

The main factor affecting conditions in the Midwest in the future will be 
the trend of the national ^tfono^H A strong and sustained recovery would 
eventually bring sharply higher orders for the District's capital goods, 
However, most of, the adverse factors ,deser1bed above can be corrected only 
gradually. Many manufacturing operations cl osed 1 n recent years wi 1 1 never 

reopen, Steel will be a lesser factor in economic activity than in the past. 

\ ■ ■ ■• 

Some of the service Industries—for example, financial futures trading— are 

growing steadily, but this will not replace a vigorous manufacturing sector, 

A number of other factors could influence District developments; 

1, Successful labor-management agreements to reduce costs. 

I. A less oppressive regulatory climate. Including administration of 

pollution controls, 
3, Restriction ,of the sale of tax write-offs and losses that encourage 

plant closings. ^ . 
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4* Restrictions on severance taxes Imposed by fuel producing states. 
S. Direction of a larger share of federal disbursements to District 
states- 

In the long run. the Midwest should regain its economic health , although 
not In the same form as in earlier decades* Adjustments In business,^ 
agriculture, labor, Ind government are already underway. The basic resources 
that brought prosperity to the region are still present—excel lent 
transportation, ready access to raw materials and markets, ample fresh water, 
a well-educated work force, and a highly productive agricultural hlnterjand. 
Role. of _t he Federal Reserve 

* A major precondition for sustainable economic growth and reduced 
unemployment in the nation* and espidally in the Midwest, is the maintenance 
of a non-Inflationary environment, The Federal Reserve has a vital role in 
the effort to achieve and maintain price stability. A resurgence of Inflation 
would recreate the distortions In business and Individual decision-making 
that have led to ever* higher rates of unemployment in the successive business 
cycles of the po^t^tarj^far II period and would seriously limit chances for 
^economic expansion -and Improvement in job opportunities, — — 

I emphasize the importance of price stability because of the havoc caused 
by inflation on the Midwest economy. In large degree the economic problems of 
the Midwest have been caused, or at least exacerbated, by inflation* 

For many years, inflation nurtured an illusion of economic well -being 
while cutting deeply Into the region's economic strength. Inflation is 
accompanied by Increases in operating costs* costs of carrying inventory, and 
capital Investment. If rising costs .are nojfcful ly reflected 1n Increased 
selling prices* real profits decline, .Lenders) fearful of the erosion of their 
investment through Inflation insist on shorter maturities. Long-term funds 
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become less available and borrowers with long-term horizons are less able to 
undertake Investments, Cut-off rates of return, are raised and corporations 
look for Investments with shorter pay backs. Purchases of existing assets may 
appear preferable to financing new plant and equipment. 

With a large proportion of Its manufacturing employment In durable goods, 
our District has been hard hit by the sluggishness of new investment* A 
non-Inflationary environment will revitalize long-term financial markets, 
Increase the Incentives for Investment t ' and greatly Improve the employment 
outlook. This does not mean that our Industries Willi fully recover their 
former positions of strength. The basic structure of the market for capital 
goods has changed. " 

The process of recovery appears to have started in manufacturing, but it 
could be sidetracked by another surge of Inflation* The process jof adjustment 
Is painful and the costs are high. But an attempt at short*term [improvement by 
acceding to Inflationary economic policies would cause even greater long-term 
losses to the Midwest^ , ) 

Price stability fostered by appropriate national monetary policy under 
the guidance of the Federal Reserve System 1 s a necessary condition for the 
reduction of both inflation and unemployment. There Is also a role for the 
individual Reserve Banks. The complex process of economic adjustment 
involves social as well as economic objectives that may be in conflict. 
Moreover, the objectives of various regions may clash, Cooperative national 
and regio.nal efforts are required;, In this intricate environment the Reserve 
Banks cannot determine the changes to be made, but they can assist, serving as 
a focal point for studies of the region and as a catalyst for cooperative 
efforts. 1 ■ 



To this egd, the Federal Reserve Bank of Chicago Is expanding. Its. 
economic Information facility. For many years we have provided Information on 
current and^ prospective developments in our region. Hi are now ^supplf minting 
this function. to provide regional economic data quickly to interested A 
analysts* We are also increasing our own research efforts In the aniiysis of 
resources" of the region and the areas of opportunity for economic growth. 
Impediments to growth and development such as usury ceilings, excessive 
regulation, and unnecessarily costly aspects of workers* compensation and 
unemployment compensation are being identified and the opportunities for 
modlfyinf these restraints are being evaluated. 

We are aware of severe financial strains on Midwest state and Tbeal ^ 
governments faced with the heavy costs of caring for the poor and restoring a 
deteriorating infra-structure t despite serious revenue short-fins. Recent ~ 
tax Increases may adversely affect local economic activity. We are^ 
-undertaking a special effort to understand the financial problems of state and 
1ocaT ? governments, jlnfthis connection, we plan to host a conference this fall 
to explore possible solutions-, • 

^Finally, we 'are increasing our involvement with regional groups,,, 
interested in evaluating and implementing programs to assist local 
adjustments, . Effective programs to advance the welfare of the region require 
the ^©operative efforts of all segments of the community. We hope that our 
participation in producing information, analysis, and ideals will further this 
vitally important objective. 

Z I appreciate your invitation to testify and your Interest in the problems 
Of our region.* / H , - - - 
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- Table 1 .* * 

. ■ Employment 

Nonagflcultufil Payrol ] s \ 

(not seasonally adjusted) « 

Mar, liSO * Mar. ^981 ' Mar. 1912 Man 1910 .Mar. 1979*, 

« to to to to to 

- Har. 1981 Han 1981 ' Nan 1983 ' Han 1983 Han 1983 ; 
(--i—™-™-™-™-— percent change™™™*—™"™--] 
Total P 

United States 0 - 1 ■ - 2 -.2 r 1 

Five States - 3 - 3 -3 -9 -10 

. Illinois - 4 - 2 ; -.3 . . - 9 . - 7 , 

. Indiana - 1 - 4 - 3 - 8 -12 

Iowa - 3 ■ • - J - 2 : -10 . -10 - 

Michigan - 3 ^ S - 2 -10 -14 

Wisconsin - - 3 - 1 . 3 " = 7 - i 

Manufacturing . 

United States - 3 - 4 -6 -12 ,-14 

Five States - 7 - 8 -8 -21 -26 

Illinois « 9 ...... 7, -11 . -24 -26 * 

Indiana -4 - 8 . , - 9 -19 -27 

Iowa - 8 -11 ■- 7 . -24 -25 

Michigan -6 -9 = 6 -10 ^29 

Wisconsin - 8 .. .- 4... . - 9'. -19 . .... -21 ... „ 
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Table I 
Civilian Unemployment Rites 
(seasonally adjusted) 



March 







1110 


1481 


1961 


im. 


= 1983 








•- — percent---*" 






United States 


5,8 


6.3 


7.3 


9.0 


10,3 


10, i 


Five states average 


S.S 


7.6 


9.5 


- 11.5 


12.5 




Illinois 


5.7 


6.9 


9.0 


. 9,9 


12.2 


12.2 


Indiana 


s. a 


8.4 


10.0 


11.1 


11,8 




Iowa* 


5.0. 


S.2 


7.5 


9.7 


9.8 




Michigan 


7.1 


10,1 


12.0 


15.8 


15.7 


14,9 


Wisconsin 


4,0 


S.6 


7,8 


9.4 


. ii^O 





Not seasonally; adjusted. 
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Table 3 

Civilian Unemployment Rates In Seventh 
District States and Metropolitan Areas 
(not seasonally adjusted) 



February February 

1982 1983 
(percent of labor force) 



Illinois . \ 


XU 


,i 




Q 
i D 


" Bl oomi ngton-Normal ' ' 


.' 


.3 


10. 


,0 


Champalgn-Urbana-Rantoul 


5, 


i0 


7, 


, 3 


Chicago 


' "* , 9. 


M 

» *# 




A 


Davenport-Rock Island-Mol ine 


10, 


,4 


18. 


,2 


Decatur 


12 


,3 


1 Q 




Kankakee 


11. 




21. 


,4 


Peoria . 


10? 


,7 


19. 


. 2 


Rockford - "- 


14, 


• 5 


18, 


. 1 


Springfield 


7, 


.6 


10, 


. 6 


Indiana / 


12. 


.7 


13, 


. 2 


Anderson 


21 


.2 


16, 


.S 


Elkhart 


11 


.7 


9. 


. 1 


Evansville 


11 


*3 


11. 


a 
,9 


Fort Wayne 


11 


e 


13, 


. J 


Gary-Hanifiond-East Chicago 


13, 


= 9 


17. 


. 3 


Indianapolis 


9. 




i 1\ 

10 . 


, t) 


Lafayette-West Lafayette 


7, 


.3 


8, 


.7 


Muncie 


16 


,9 


14, 


,7 


South Bend 


11, 


.0 


10, 


, 7 


. terre Haute 


13 


.1 


14. 


. 9 


Iowa 


9 


.2 " 


10. 


.8 


Cedar Rapids 


9 


.6 


11. 


, 1 


Des Moines 


g 


.3 


8, 


,8 


Dubuque 


12, 


!i 


ie! 




Sioux City 


8 


,4 


9. 


.2 


Waterloo-Cedar Falls 


10, 


,9 


14. 


.2 


Michigan 


1 16 


,1 


16, 


,5 


Ann Arbor 


1 9 


J 


10, 


,4 


Battle Creek 


IS 


.6 


17. 


.1 


Bay City 


18, 


.6 


■ 19. 


.0 


Benton Harbor 


' 16 


M 


18, 


.5 


Detroit 


16. 


.5 
.8 


16, 


J 


Flint 


22 


19, 


,5 


Grand Rapids 


12, 


J . 


13, 


.2 


Jackson ; 


14 


a 8 


17. 


.7 


Kal atnazoo-Portage 


11 


,1 


12. 


.0 


Lansing-last Lansing 


13. 


,2 


11. 


,7 


Muskegon-Norton Shores-Huskegon Heights 


16, 


,0 


19, 


.6 


Saginaw ' 


20, 


,2 


17. 


t a 


Wisconsin 


10. 


,7 


m 


,7 


Appleton-Oshkosh 


10 


,9 


12; 


A- 


Eau Claire 


no, 


,s 


ii. 


,6 


Green Bay 


9 


,7 


ii. 


,3 


Janesville-Beloit 


19 


.1 


13, 


,5 


Kenosha 


12, 


.1 _ 


12, 


.4 


La Crosse 


9, 


.5 


10, 


.1 


Madison 


7, 


.3 


, 7, 


.7 


Milwaukee 


8 


.9 


12, 


.4 


Racine 


12. 


.2 


19, 


.0 


United States 


9, 


,6 


11, 


,3 
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Table 3A 



%k High Unemployment Areas 



The Emergency Jobs Act, signed into law on March 24, requires that 
a list of townSi cities, and counties with high unemployment be 
published by the Department of Labor. Federal agencies will use the 
list In conducting public works and service programs* To qualify, .area 
must have had average unemployment rates in 1982 of at least 6.8 
percent, 90 percent of the average rate for all states* 



Number of high 
unemployment areas 
on_ April 23, 19B5 



Percent of 
United 

St ates 



United States 



2,163 



100 



Five States 



404 



19 



Illinois 

Indiana 

Iowa 



101 
91 
35 

104 
69 



S 
4 
2 
§ 
3 



Michigan 
Wisconsin 



Table -4 
Unemployment Rates by 
Age, Sax and Race 



ERIC 



Total 

United States 

1978 6.1 
1982 9.7 



Illinois 
1978 
1982 



■" . Black and 

Teenagers Hen Women White other: races 

--unemployment as a percent of labor 'force-*-—"—-}.. 



6,1 
11,3 



1§,3 
23,2 



ie.o 

23.3 



5.2 

9,9 



5.3 
H.8 



7,2 
9,4 



7,1 
10.6 



5,2 
8,6 



4, S 
9.2 



11,9 
17,3 



14.8 
24.1 



Indiana 
1978 
1982 



Iowa 



1978 
1982 



6.7 
11.9 



4.0 
8,5 



17,3 

24, a 



9,8 
17.4 



4.4 

12,6 



3,8 
10.0 



7.4 
11.3 



4.2 
6.6 



4.9 
11.0 



3.8 

8.2 



14.8 
23.0 



Michigan 
1978 
1982 

Wisconsin 
' 1978 
• 1982 



6,9 
15,5 



5.1 
10.7 



17.4 

28,7 



12.8 
21,6 



S.7 
15.7 



4,3 
11,7 



8,6 
15.1 



6,3 
9.3 



5,9 
13,3 



4.8 

.10,1 



14.4 
31.9 



16,4 
25,6 



•Statistics not sufficiently reliable for publication. 
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Table S 
Population 









United 
States 


Five 
States 


IlHnBli Indiana 
^^^percent of United 

5.6 m 2.6 


Iowa 


Michigan 




1960 






100*0 


16,3 


1-5 


• 4.4 


2.2 


1970 






100,0 


16,0 


5,5 


2.6 


1.4 


• ' 4,4 


,2,2. 


1980 






100,0 


14.9 


5.0 


2.4 . 


1.3 


4.1 


, 2,1 - 


1982 






100.0 


14.6 , 


4.& . 


2.4 


1-3 


3.9 


2,1 








{ — — 






^percent Qhang§=— - 






i960 


tQ 


1970 


♦13.4 


410.8 


. +10,2 


+11.4 


+ 2,5 


413,5 


+11.8 


1S7Q 


te 


1980 


+ii,4 


+ 4.2 


4 2.8 


+ 5.7 


4 3.1 . 


+ 4.3 


+ 6.5 


1980 Xa 


1982 


* 2,2 


= 0.3 


4 0.2 


* 0.4 


- 0.3 


- 1,7 


* 1,3 










































1982 






231,5 


33.7 


11.4 


5.5 


2,9 


9,1 


4.8 



i 
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Tetal 

. Manufacturing 

Durable goods 

Primary Iron and Steel 

. Engines and turbines 

Farm machinery 

Construction and 
related machinery , 

MetalMorklng machinery 

Motor vehicles ano^ ~~ 
equipment 



Table 6 
Nonagri cultural Payroll 

Employe nt 
(annual average 1978} 



United Five -. ' 

States States JjtjKSlS Indiana Iowa Michigan Wisconsin 

(«..»«r...-.~.-„Tpei»cent of r Un1 ted r State$-«™™~- *--——-«-)' 



100.0 


15, 7 


. ' 5.5 


2.8 


1.3 


4.1 


2,2 


100.0 


19,3 


6.1 


3.6 


1,2 


5,6 


2.8 


100,0 


13.4 


6. a 


4.7 "' 


1*3 


7.6 


3,0 


"*100,0 


31,1 


8,7 


10,7 


0.4 


8,7 


2,5 


100, 0 


54.9 


15.8 


9.0 


0.8 


9.8 


19,5 


.100,0 


55,6 


21.0 


3,1 


16.0 


4.3 


% 11.1 


100.0 


* 34,5 


17.6 


l.fi 


5,7 


4,1 


5,4 


100.0 


35,0 


10.2 


3.5 


0,3 


17,8 


3.2 


100,0 


53,7 


2,8 


6.9 


0.1 . 


39.8 


3,4 
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Table 7 

■ 1 - Average Hourly Earnings 

of Production Workers In Hanufacturing 

United 





States 


Illinois 


Indiana 
* relative to 


Iowa Hlchigan 
Un1teT~States— — 


Wisconsin 


1965 


100 


108 


112 


107 123 


105 


1970 


100 


109 


111 


110 124 


108 


1975 


100 


114 


114 


112 127 F 


109 


1980 


100 


110 


117 


119 131 


110 ■ ■■ 


1982 


100 


110 


115 ; 


118 il32 ' 


iio 








----- dollars 


per hour-— — 




1982 


8.50 


9,31 


9,79 > 


10.00 11.18 


9,37 



4 



64. 



9 
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. Table 8 : 
Federal Outlays, Fiscal Year 1982 

Total Defense Total Defense. 

^billions] - [percent) 

United States $€03.6 $178,8 100.0 100.0 



Illinois 22.4 2.8 3.7 1-5 

Indian! 10.1 1.7 1.4 

Iowa 5.2 .5 .9 -3 

Michigan 18.0 2.2 3,0 1.2 

Wisconsin 8.9 1.1 1.5 0,6 

Five States 64.5 9.1 10.7 5.1 



Per Capita Federal Outlays 
Relative to 

U,5 Average State . Bank_^ 

To ta 1 Defense Total Defense 

Tpercent) 

United States 100 100 

-Illinois 75 31 46 44 

Indiana 71 62 49 " 34 , " 

Iowa 69 SO 49 

Michigan 76 31 45 45 

Wisconsin 72 , 30 41' 47 

Five States 73 35 

Source: Federal Expenditures by state for Fiscal Year 1982, Bureau of 
Census; 
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Table 9 

State Unemployment Insurance 
Average Weekly Senef its—Current $ 1981 





Amount 


United States 


.$107 


Illinois 


$ 133 


Indiana 


§1 


Iowa 


122 


Michigan 


12S 


Wisconsin 


113 



Source: Statistical Abstract 1981-83 p, 338, 



Maximum Weekly Payment for 
Temporary Total Disability Under 
Workers' Compensation Insurance 1981 



Amount 



Forty-eight states - ; $138 

Illinois 403 

Indlantf 140 

Iowa ■ 501 

Michigan :> 307 

Wisconsin - 169 



Source: U,5. Chamber of Commerce, quoted In General Manufacturing 
Business Climates 1982 p. 47/ Alexander Grant I Co* 




Chairman Fauntroy. I thank you both, Mr. Martin, and Mr. 
Keehn, for a very thorough and perceptive analysis of the employ- 
ment and economic growth situation in the country generally, and 
in, the seventh district in particular. . ' ;v 

Mr. Keehn, yo©r testimony here tends to depress me. As I lis- 
tened to your litany of the causes of the downturn in that Midwest 
region, I would like to start off with a question for you as to where 
we ought to be going in terms of industrial policy in the country. 
What hope ultimately is there for this region? 

Mr. Keehn. As I tried to outline/ 1 think the fundamentals are in 
place within the region for a longer term economic recovery. I have 
tried to highlight some of what we call the impediments to full 
growth in the region. And I think with the passage of time and a 
better understanding pf these impediments, and hopefully a correc- 
tion of the impediments, the area can return to a good level of ecch 
nomic activity* 

The key to all of this, though, which I cannot emphasize enoughi 
is the importance of price stability, Certainly a great many of our 
problems were caused by the high levels of inflation that we expe- 
rienced in the seventies. With improvement on, that, front, and now 
some focus on the impediments which I have tried to outline, I 
think that as these are corrected, the region should ultimately 
return to good economic growth/ 

Chairman Fauntroy. Mr, Martin, a number of private forecast- 
ers are predicting that unemployment will remain above 9 percent 
through 1984, and at 8-percent level in 1985, Is the forecast for un- 
employment used by the Federal Open Market Committee consists 
ent with these predictions, more optimistic, or more pessimistic? 

Mr. Martin, Mr. Chairman, I am aware of the projections that 
you have indicated, The projections of the Federal Open Market 
Committee have been submitted for a shorter period of time, We 
have submitted them for this year and on a fourth-quarter basis. 
But to answer your question more fully, I believe that our projec- 
tions are slightly more pessimistic than those that you have cited. 
However, our projections for the price indexes are somewhat more 
optimistic than most forecasters, " 

Back oh the question you addressed to President Keehn, if I 
could, sir, I would only add to his statement that we have had some 
experience in the New England States oyer time, in what is to us 
the first district in the Federal Reserve Systems is which the pri- 
vate community, local, and State governmentj and indeed our Fed- 
eral Reserve people in that district have* over time, worked togeth- 
er to, attract new payrolls, the so-called high technology kind of 
companies* particularly around the Boston area. 

I think that the first step in progress on a regional basis in the 
kind of recognition that Mr, Keehn was indicating here-r-that the 
good old days are behind us, that the future is going to be different, 
and that new approachs have to be sought after to remedy these 
matters, * 

Chairman Fauntroy. In that regard, I wonder if you would care 
to comment on President Keehn's reference to the fact that the rel- 
ative investment of Federal Government resources in the Midwest 
is low, and whether an increased investment ih the Northeast con- 
tributed to the recovery that that sector has experienced. 
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Mr, Martin, Mr. Chairman, I am sure it was contributory. But I 
also seam to remember that, over the game period of time, let us 
say the last 10 or 12 years, in New England, while there was cer- 
tainly consideration specifically by the Congress in the appropri- 
ations process, there were also some substantial military installa- 
tions that were moved out of X^ew England at the same time. So I 
think it was a mixture of crosscurrents in that regard. 

Chairman FAuntproy, You both stressed the cost of inflation—the 
cost it has inflicted on the economy in the past and the risks that it 
poses for the future, I understand and agree that we should be at- 
tenMve to prevenfea resurgence of inflation, but are there not risks 
that the Fed couldttacome so fearful of inflation that it would stifle * 
this recovery? For Sample, M-l velocity was unusually low during 
1982, and remained negative during the first quarter of this year. 
Yet current M-i growth rates are being viewed as inflationary by 
many observers. If the Federal Open Market Committee responded 
to these fears of future inflation by tightening monetary policy, 
even though M-l velocity ig still declining, wouldn't tjiat raise in- 
terest rates and slow the recovery? 

Mr, Martin, Certainly, if we were to diminish the rate at which 
we are providing bank reserves through the open market oper- 
ations, there would tend, to be a pressure on short-term rates. The 
complication of markets today is the instantaneous nature of infor- 
mation exchange, and, therefore, what happens to expectations, 
There are times when the growth of one or another of the mone- 
tary aggregates tends to provoke expectations of future inflation, 
and those expectations themselves run up interest rates: 

So we have to be very careful not to give signals to the market 
that we are either being too easy, which markets may translate 
into future inflation, or too restrictive, which places additional 
pressures on market rates. We need to avoid either extreme, 1 

Chairman Faunthoy, Mr, Keehn, would you care , to comment on 
the question, as well? V 

Mr, Keehn, I. would* only add to Mr, Martin" s comment that in 
various testimony and releases that the Federal Reserve System 
has put out, clearly, we have noted that we are in a period in 
which M-l is going through some, significant shifts. As we go 
through this period we are placing a lesser emphasis on M^l and 
higher level of emphasis on M-2 and M-3, 

Therefore, I think more broadly that overall policy is one being 
conducted very effectively. 

Chairman Fauntroy. Mr, Hiler, 

Mr. Hiler, Thank you, Mr, Chairman, 

I would like to address a question to both gentlemen. Unemploy- 
ment nationally is at 10,2 percent with, as the chairman mentioned 
earlier, additional underemployment by a large number of people, 
and a large number of people who have actually left the labor 
force, 

I think, Mr, Martin, you mentioned there were several factors, 
several components to the unemployment rate-^structural, cyclical, 
and frictional unemployment, I wonder if you might tell me what 
share of the 10,2 percent is each of those three" factors* — structural, , 
cyclical, and frictional? . » . 



^Mr. Martin. I would be glad to submit to you and to the subcom- 
mittee our thinking on this/ I would only .caution that there has 
been over time, despite the heroic efforts of labor economists and 
others,, no very satisfactory delineation among those factors, It is 
particularly difficult to tell what is structural unemployment— how 
many steelworkers in Mr, Keehn's Federal Reserve district are 
trainable and reluctant to move to a different ii^str^and per- 
hap/at a lower wa^e rate. I will respond to the besfcpf otic ability, 
but with the cau^On that we don't have a nice theory ffld a nice 
econometric model which is very helpful in this regard. 

[In response to the request of Congressman Hiler, Vice Chairman 
Martin submitted the following information for the record:] 
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Vice Chairman Martin subsequently submitted the 
following information for the ^record % 

Elements of each source of unemployment— frietional , . 
cyclical , and structural^^cut across all groups of workers 
and: many economic situations*. Because the distinctions are 
so cloudy , I am not able to separate the current pool of 
unemployed into three distinct groups. I oan # however, offer 
some of my thoughts on the sources of unemployment and my 
interpretation of the current unemployment situation. 

Frietional unemployment, as I see it# can occur in 
a wide** range of circumstances i as workers enter the labor 
market for the , first =time # as they reenter after a period out^ 
side the workforce* or as they change jobs.* In tight labor, 
markets or for those workers whose skills are in short supply, 
this source of joblessness should be of relatively short 
duration. However, during periods of slack demand or when 
changes are oceuring rapidly in regional or national markets*^ 
as I believe has ,biin happening in recent years^^individuals 
whose joblessness at first -appeared frietional may find them-^ 
selves facing cyclical or structural problems. 

Cyclical joblessness is most readily aisociated with 
temporary, layoffs that occur during general . economic recessions 
These workers normally are not looking for other, permanent- 
jobs during an economic downturn because they have reasonable 
expectations of returning to their former jobs relatively 
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quickly during an economic recovery. This type ofunemploy- 

ment will be best alleviated by macroeeonomie policies designed 

to achieve a solid, noninf lationary economic recovery. 

Structural unemployment, as 1 pointed out in my 

prepared statement, can occur among^ those workers who lack 

the training to meet employers' needs as well as among highly 

skilled workers who hu • me displaced from their. jobs as 

patterns of labor demar* shift, t The transition of these 

workers to new locatic^s or ; the acquisition of new skills 

can be expected to occur slowly, and structural joblessness 

is often associated with long duration unemployment. Because 

the persistence of long duration joblessness involves high 

social costs and may be economically inefficient, it is 

• • : . . . - ■•• t 

appropriate, I believe, to use our employment and training 

programs to ease the transition of the structurally .unemployed 

into the mainstream of the workforce, 

Looking at the current pool of the long duration 

joblessness, the separation of the structurally unemployed 

from the frictionally and cyclically unemployment ig* especially 

difficult, in May, for example, 2-3/4 million of the .more ■ ..; 

than 11 million unemployed workers had been jobless for 1 more 

than 26 weeks, h. separate report showed that 2 million 
/persons were receiving extended duration unemployment insurance 

benefits % which suggests that many of .the workers currently 
' out of work for more than 26 weeks have some recent job 

experience. How many of these workers can reasonably expect 

to return to. their former jobs is not clear. 
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.\Dyring past business cycles, the economic recovery 
brought a sharp reduction in long term unemployment. Far 
example, during 1979, the last year of very .tight. labor market 
conditions, the count of long term unemployment stood at just 
'500,000, Thus, it might be argued that a quick return to the 
labor market conditions of 1979 could alleviate the bulk of - 
long-duration unemployments But, it is also probable that 
over the pist three years, economic conditions have changed 
fundamentally t particularly in international markets, and 
structural shifts in labor demand have accelerated* Indeed, 
as Mr. Koehn has suggested, some of our core industries are 
not expected to rebound quickly to their former peak levels 
of activity. Xn 'this environment, = i believe it is appropriate 
to review the set of , employment and training policies now 
available and to attempt to ensure that they will improve the 
match of workers with the jobs to be generated by the non^ 
inflationary economic recovery we are now projecting. 




Mr. Hiler. Mr. Keehn, do you have any response? . 

Mr Keehn I would just add that it is a very, very difficult as- 
sessment; you are talking about a broad aggregate, that is very 
hard to divide. Having said that— and in my fuller testimony there 
are some supporting tables— we have been running m the Middle 
West at about a 2 percentage point higher rate of unemployment 
than is the case for the national average, I think that begins- to 
give us some feeling that the level of structural unemployment in 
the district is comparatively high, " 

As we go further into the recovery, we would expect that ^-per- 
cent gap to narrow. But not all the way. It will probably end up 
having a 1- or 1 V^pereent differential between unemployment m 
our district &md in the national average, That may give some feel- 
ing as to the Structural level of unemployment in our district 
. Mr. Hiler. Once again, the question directed to both gentlemen: 
What would you consider full employment to be today? 

Mr. Martin. There is certainly a lot of debate in the academic 
community with regard to this issue, taking into account the rise 
in labor force participation and the slowdown in growth of labor 
productivity that has damped the expansion of our economic poten- 
tial Most researchers, I believe, tend to come in with figures that 
are above those that 10 or .15 years ago we would have thought 
normal So that I see more often quotations: of 6 to 7 percent— some 
lower than that— as some sort of an unemployment rate consistent 
with noninflationary economic growth, » 

We are far above those rates today, X 

Mr, Hiler, Mr, Keehn? \ ■ , L , , - V 

Mr, Keehn. I think the employment market and^the labor lor£e 
are changing, so dramatically and so rapidly that it is hard to 
assess what would be a precise figure. Certainly, it is higher than 4 
percent, which we have used in the past, I haven t seen anything 
that would give me any assurance that a level of 6 or 7 is absolute- 
ly full employment/ But I would tend to think that it is in about 
that area, 

Mr. Hiler, Mr. Keehn, I think in your prepared testimony you 
commented that unemployment was at its highest level since the 
Depression/How about employment, in terms of a percentage of the 
labor force, potential labor force, and also m aggregate numbers ol 
peo p 1 e^ , 

Mr Keehn, If you would take a look at table 1 in my prepared 
statement, we give some employment numbers for the district as 
they relate to the Nation over periods of time, going back to r J. 
Clearly, we are operating at a disadvantage in terms of employ- 
ment in the district, , _ 

Mr. Hiler, I think you are answering a different question than 1 

may be asking, 

Mr, Keehn, Sorry, " . . 

Mr Hiler. In your statement— and I can t remember what page 
it was on— but you said unemployment was at a post-Depression 
high. I presume you meant both in percentage terms and in total 
number of unemployed people in the country? 

Mr, Keehn, Yes, , 

Mr, Hiler. You were referring to the over lO^percent unemploy- 
ment. 
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Mr, KEiHN, Yes, ! 

Mr. Hiler. I was curious, if you take in terms of employment, 
aren't we also at a very near record for employment in terms of 
percentage of the potential labor force and in utilisation- — 

Mr. Keehn. Sorry, I missed your point, In terms of the absolutes, 
the employment level would be higher than it was in the Depres- 
sion, In relatives, I was just suggesting that the employment rate is 
not as high as it has been. 

Mr. Hiler. If I might just ask one more question, Mr. Chairman, 
in this round. 

Mr. Keehn, you mentioned invyour statement, I think as the 
chairman had commented, just a whole litany of factors that have 
affected the region, I think some of the things you mentioned— ab- 
senteeism. State and local taxes, unemployment compensation, disv 
ability benefits, wage rates, percentage of old capital and older fac- 
tories, number of strikes, percent unionism— just a whole variety of 
things— if we have an above-average recovery over the next 2 to 8 
years, how much of the unemployment problem that we have in 
that Midwest region that you are from would go away, and how 
much is due to these other factors that really are almost beyond 
the ability , of the Federal Government to directly influence? 

Mr. Keehn. I can't give you an exact amount. But I can certainly 
reply that I think the structural issues that I have tried to out- 
line—the pollution control laws, for example; the higher than aver- 
age employment costs in our district— make it very difficult for the 
region to recover on_ a fully competitive basis with the other areas: 

So I think that even"with a very good recovery * we will lag, to 
some extent. Having said that, capital goods are terribly important 
in our district. And they will lag. We will get to a point if the re- 
covery continues, then the capital side will begin to show improve- 
ment. That will be fundamentally important to our district. 

But, even then, these heavy capital industries are going to be op- 
erating at a disadvantage because of the reasons I have tried to cite 
in my testimony. And I think it will be important that people un- 
derstand these issues and try and correct them so that as we go 
forward on the longer basis we can continue, and be fully competi- 
tive, 

Mr. Hiler. Thank you. . 
I yield back, Mr. Chairman. 

Chairman Fauntroy. The gentleman from Georgia, Mr. Barnard. 
Mr. Barnard. Thank you, Mr. Chairman. 

Mr. Martin, if you could just for a second this afternoon take us 
into the inner sanctorium of the Federal Open Market Committee, 
could you tell us some of the considerations that go on there in de- 
termining the scope of the monetary policy? I mean, what are some 
of the indices that are considered in making those decisions? 

The reason I am getting around to the whole question, is unem- 
ployment at any time considered? = ■ 

Mr. Martin. Yes, Congressman Barnard. There are events that 
lead up to the actual determination of ranges for the broad mone- 
tary aggregates, And the verification of numbers for Ml arid for 
Federal funds rate, and this new non-financial credit variable. 

Preceding that stage, .there are many hours of consideration, be- 
ginning usually with the reviews of the reports from the 12 Federal 
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Reserve Bank Presidents, including Mr. Keehn, as to the^eeonomic 
conditions in each Federal Reserve district, including the unem- 
ployment levels; the comments by the staff of the Federal Reserye 
Bank, perhaps by the Presidents themselves, with regard to partic- 
ular industries, their condition, their employment, productivity, the 
outlook and other types of information. „„„ 

On the national level, the staff briefs the members of the FOMC 
as to the many indexes of economic health. There are reviews, ex- 
tensive reviews, of the economy, including the employment, unem- 
ployment, underemployment, and so forth. All of these matters are 
discussed prior to the review of international debt situations, credit 
situations, foreign economies; all of this prior to financial markets, 
interest rates, monetary and credit aggregates. 

Mr Barnard, In-setting the monetary policy for the entire coun- 
try, then, there would be a feeling of unemployment writeoff in set- 
ting some of those targets at times; wouldn t it be so? 

Mr. Marten, Well, certainly—— ' 

Mr. Barnard, I mean, because unemployment varies, as we nave 
stated today, in such a degree from one part of the country to an- 
other. , .. . •„ „„» 

Mr Marten. Yes, sir. The Congressman is quite correct— m set- 
ting national monetary policy, while it is necessary, to review 
region by region, one finally comes to a putting together of the 
whole pattern, and setting national targets. That is correct 

Mr Barnard. Therefore, you would certainly disavow the criti- 
cism of the Federal Open Market Committee that no consideration 
is made of unemployment in setting monetary policy. You all do 
consider that? 

Mr. Marten. Yes, sir. As a factual matter, we do. • 

Mr Barnard. You would feel probably not disinclined to want to 
comment, but the thing that concerns me is that the condition we 
have today, wasn't it pretty much predictable as far back as 1U 
years ago, with the high rates of inflat ion being what they were.' 
Wasn't it very predictable that some place in time, we were going 
to get caught up in inflation to the degree that we were gomg to 
have this current situation? *© • . . .. r 

Mr Martin. I think there is some merit m what the Congress- 
man says. In the early 1970's we were attempting to discharge our 
responsibilities around the world, and at the same time move into 
a very substantial expansion of our entitlement programs. We were 
beginning to be concerned about productivity. ■ . 

Mr. Barnard. That is when we have notably seen a decline m 
productivity. 

■ ; Mr Baknakd. The" question is: Why didn't the Federal Monetary 
Committee take financial policy in hand at that time? Weren t we 
experiencing an overexpanding financial monetary market back m 
a period of time when we really should have been showing more 

re Mr C MARTiN. Certainly one can look back and find periods of 
time in which we overexpanded the provision of reserves to the 
banking system. At any moment when FOMC is trying to look oufr 
into the future, we are acutely aware that forecastmg is not only 
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not a science, but one can even question whether it is much t?f an 
art. 

I cite the blue chip economic forecasts in which some 45 forecasts 
TttS snown there. The variation from what actually happened in 
1982 was significant; We are aware that the best of forecasts have 
a wide variation around them, If you were on the side of undsrpro- 
viding monetary reserves in the, early 1970's, then, of course, you 
may unduly tighten the credit by that measure and pay the price 
in unemployment and slower growth. 

Mr, Barnard, But this is what we have done in the last recent 
months, isn't that true? I mean, in other words* the present Feder- 
al Open Market Committee, the one dating back the last year and 
a half or 2 years, they have come to grips with the problem and 
they have said we are going to do something about it. It has had a 
writeoff in high unemployment and high interest rates, 
* So the point is, who made the best decisions? Were the best deci- 
sions made m the 1970's, or were they made in 1981 or 1982? 

Mr. Martin, I find it very difficult to answer that question, but 
let me attempt it in a more or less technical way, 

The selection of the data and the variables on which to target 
the provision of bank reserves and the application of monetary 
policy, vary depending on the circumstances, In one period of time, 
the external shocks which may come in and throw off the smooth 
application of monetary policy may come from the price sector. It 
may be there are unpleasant surprises in petroleum prices as in 
the two oil shocks we experienced over the last decade. 

At another time, the surprise may come from the international 
credit side, And it may be a capital flow disturbance that comes in, 
Too much capital may come into the markets. 

So one set of targets works better at one time and another set of 
targets works better at another time, 

Mr, Barnard, But surely you weren't surprised that present 
monetary goals were not going to affect employment, Surely that 
wasn t a surprise, = " «> . 

Mr. Martin, No, it was not, sir, 

Mr, Barnard, So I guess I am back around full scale now. 

Do you think, then, that reducing inflation,, which the Fed has 
been so successful in doing— and I compliment you— has had a 
normal and natural result in affecting unemployment? 

Mr, Martin, I think it has affected unemployment to some 
degree, I think there are some other factors affecting unemploy- 
ment that we have been reviewing. But, yes, sir, isthe answer, 

Mr. Barnard, To go back to Mr, KeetuVs observations— that we 
are in for a long spell of recovery, that our expectations should not 
be too high, from what I understand you to say, that we are going 
to be in a long-tepn adjustment in bringing unemployment down— 
were you speaking nationally, Mr, Keehn, or just from your area, 
your district?^ * 

Mr, KpEHN, Certainly, I was most particularly referring to our 
area^elTause of the conditions which I tritfd to outline, I think we 
are going to go through a very difficult period of structural adjust- 
ment, ' 
Mr, Barnard, Thank you very much. 
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Chairman Fauntrov. The gentleman from Tennessee, Mr, 
Cooper. 

Mr. Cooper. Thank you, Mr. Chairman. " . \ 

1 appreciated the list of factors that the Federal Open Market 
Committee considers in its deliberations. One factor, it seems to 
me, that should be considered is this factor: The financial markets 
seem to have been a little bit jittery in recent weeks. They seem to 
be increasingly jittery as the August deadline approaches for the 
appointment of either the same or a new Federal Reserve Chair- 
man. _ . 

I was wondering if you all considered in your deliberations the 
state of the financial markets in terms of their reaction to the 
leader that you could have at the head of the Federal Reserve be- 
ginning in August? 

Mr. Martin, It is certainly the immediate condition of financial 
markets as are reported to us by the people who deal in those raar= 
kets, immediately before discussion of the targeting. In terms of a 
reappointment of our current chairman or an appointment of an- 
other individual to that post, to the extent that we find the mar- 
kets are concerned, unstable for whatever reason, it is our job that 
you have given us to try to offset and stabilize that market disturb- 
ance, regardless of where it comes from, 

Mr, Cooper, Do the Federal Open Market Committee actions 
extend to contacting the White House, or any other publicity mech- 
anism to alter their behavior pattern in regard to news releases or 
things of that sort? 

Mr, Martin, No, sir, not to my knowledge. ( 

Mr, Cooper. So the only tools you would use would be monetary 
tools having to do with bank reserves or your normal mechanisms? 
It wouldn ? t have anything to do with the press releases issued by 
the Federal jjeserve or the White House or another part of the ex- 
ecutive branch? ~" 

Mr. Martin, We, in our press activities, of course, are careful to 
review on a very frequent basis the given actions of the Federal Re- 
serve Board as it acts with regard to regulation of bank or holding 
company powers, or the approval or disapproval of particular appli- 
cations that have some significance, 

We issue, after a lag time, the minutes of the FOMC itself. We, 
of course make known our position on various issues primarily 
through the Chairman, as our spokesman, in his speeches and 
other communications which are carried heavily in our press re- 
leases. But we are not in a position to speak for the FDIC or White 
House or this committee or any other body, 

Mr, Cooper, The Federal Reserve would seem to have an interest 
in the continuity of its policies, The closer we get to August, the 
less appearance of continuity there will be to the financial mar- 
kets. If we could arrange a transition now that would have a great 
deal more continuity, it would seem then one that comes at the 
11th hour at the end of July, or August. So it would seem the Fed 
would have a definite institutional interest in continuity. 

I was just wondering what efforts had been taken in that regard, 

Mr, Martin, No efforts that I know of, 

Mr, Cooper, Another area of interest to me is the various meas- 
ures of unemployment As I understand it, you can have U-l all 



the way to U=7, depending on how the Labor Department, Bureau 
of Labor Statistics, wants to measure it. The Fed seems to have a 
great service to the American people by educating us on Ml, M2, 
M3, 

I was wohderlng if there was any educational drive to educate us 
on unemployment, too, because, as I understand it, the Fed often 
uses the U-4 or U-5, where if you wanted you could use the U-7, 
which would be larger; or, on the other hand, you could use the U- 
1 or U-2 figure, which would be dramatically smaller, 

But there is a lot of evidence from the questions today as to what 
"is structural, what is not. I think it would be helpful if the Fed 
would consider perhaps doing for unemployment what they have 
already done for monetary aggregates, 

Mr, Martin, We would be glad to submit to you, Mr. Cooper, any 
comments we can on those various measures, ■ 

[In response to the request of Congressman Cooper, the following 
information was submitted for the record by Vice Chairman 
Martin:] 
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. Vice Chairman Martin subsequently submitted the 
following information for the reoordt 

■ ■ ■ ■ ■ s . , / .. 

In response to your inquiry about the various 

unemployment indicators, Ul through U7, I would point out that 

the Bureau of Labor Statistics (BLS) reports these figures 

eaoh month in its press release the employment situation- 

On release of the labor market data eaoh month, the Comrais^ 

aioner of the BLS, Dr B Janet Norwood/ testifies before , 

the Joint Economic Committee* The Commissioner is responsible 

for the preparation of the data and is the best qualified person 

to provide information on how the data are assembled and how 

the Ul through, U7 measures relate to other indicators of labor 

market conditions, 

* 1 -am attaching an article written = by f ormer^Commissioner 

Julius Shiskin for the February 1978 Monthly Labor Review /- which 

is published. by the BLS, The article . provides background infer- 

mat ion on the Ul through U7 measures. • ■ • •• 

... ■ - Q 
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Employment and unemployment: 
the doughnut or the hole? 



A discussion of the relative merits 
of various types of employment and 
unemployment rates as measures of 
the economy's performance and as 
cyclical indicators 



Julius Shiskin * 

The Employment Act of 1946, one of the landmark 
pieces of legislation in the history of pur country t 
specifically provides, that *V. , jt is the continuing 
policy and responsibility of the FederaT Government 
(o use all practicable means . for creating and 
maintaining * , , conditions^ under which there will 
be afforded useful employment opportunities * * * 
for those able, willing, --gad seeking to work, and to 
promote maximum \ employment, production, and 
purchasing power*" Among, these goals, the one 
which has probably received the greatest attention 
over the three decades since the passage of this legist 
UtJon is that of maintaining maximum employment* . 
This attention has been = magnified iw the past year 
as unemployment rose tefreeord levels last spring 
before showing some improvement in recent months. 
... The recent recession has^ais^heightened public 
awareness of the fact that, while there has been wide- 
spread agreement on the need for full employment, 
there has been little agreement en Just what fall em- 
ployment is, how unemployment should be defined, 
or on what specific data should be used in Judging 
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the performance ef the economy. There is even dis- 
agreemgnt en whether the focus should be en the 
employment or unemployment statistics. The media 
=s— as will as the professional literature— have focused 
mostly on unemployment. This has led analysts who 
believe the emphasis should be placed on employ^ 
ment to entitle the debate aS. M the doughnut of the 
hole?" 1 

More specifically, it is the problem of measuring 
employment (the doughnut) and unemployment (the 
hole)— and the use of these measures in assessing 
economic performance— with which this article is 
concerned. Unemployment and the problems asso= . 
elated with its measurement are discussed first, be- 
cause this area has received the most attention ever 
the years; a discussion of measures ef employment, 
which has recently received more intensive study and 
analysis, ^foiiows. 

Measures of unemployment 

While both the developers and users of labor fores 
statistics agree that no single unemployment measure 
can serve all the purposes for which such data are 
. needed, there is much diversity of opinion about the 
most appropriate overall measure, The reason is that 
the unemployment figures are used by many persons 
for different purposes. Many use them to assess cur- 
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rent renditions and short-term prospects* that is, as 
a cyclical indicator, QLhcs use the data as a measure 
of how well the economy relieves the economic and 
psychological hardships experienced by jobseekers. 
But judgments as to what constitutes hardship arising 
from unemployment vary greatly among different 
political, social* and economic groups^ Some view 
economic hardship in terms of the_ three ; basic ele^ 
meats Of food, clothing, and shelter; others consider 
it in terns of relative standing in the Income djsln 
bution, with all persons who fall in, say, the lowest 
one-fifth of the range classified as experiencing eco- 
nomic hardship, Still others consider those unem- 
ployed with adequate Income from sources other 
than employment to be experieneing psychological 
hardship if they cannot find a job and, the re fore, are 
denied an opportunity for a fuller life in some sense. 
Further, many believe long spells of unemployment 
for teenagers to be especially damaging to their de- 
velopment as responsible members of society. 

This problem should also be approached from the 
viewpoint of economists, who are concerned with the 
overall performance of our economy in achieving 
vigorous economic growth. Looked at In this way, 
a measure which is geared strictly to economic hard- 
ship will necessarily be too narrowly based to give 
a good picture of the total, immediately available 
labor supply: Conversely, a measure which attempts 
to reflect the sum total of the underuiilization of all 
potential manpower resource! will undoubtedly in- 
clude many persons with fairly comfortable levels of 
living; 

Thus, no single way of measuring unemployment 
Table 1. Range ef unemployment indicator! refit etins *■! 



can satisfy all analytical or ideological interests. To 
meet the multiple needs of data users, the" Bureau 
of Labor Statistics regularly publishes a wide variety 
of unemployment rates and indicators in its Employ- 
ment Situation press release and the monthly publU 
cation, Employment and Earnings, It also publishes 
separate data on persons involuntarily working less 
than full time and on discouraged workers, ^which 
can be added to the figures on the unemployed by. 
those who wish to do so. In general, it can be said 
that these published statistics are not specifically 
designed to measure economic; hardship, but rather 
derive from ; an activity concept in which persons 
working are considered to be employed, persons 
looking for work are unemployed, and persons doing 
neither are not in the labor force at all. Finally, a 
distinction must be made between the use of the 
various unemployment series as cyclical indicators 
and as measures of the economy's performance^ 

Table 1 presents a grouping of unemployment 
indicators* or categories of the unemployed, identi- 
fied by the symbols U=l through U— 7, which carries 
the process of presenting the unemployment sta- 
tistics one step further. This relatively small array 
of unemployment measures illustrates a range of 
value judgments on the hardship that is experienced 
by the unemployed* going from a very narrow to 
a vett broad view,* Others could, of course, make 
iheirjwm selection of such indicators^ The data com- 
piled by Ihe.BLS make It possible to construct a 
very large number of different measures of unem- 
ployment. The "ones presented here were chosen be- 
cause they are representative of differing bodies of- 

fue Judgment* about significance e! unemployment, 107*-7S 
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opinion about the meaning and measurement of un- 
employment; because theyare meaningful and use- 
ful^ measures in their own right; and because -they 
^ can generally be ranked along a scale from low to 
high. ' 

No approval or disapproval of the r .value judgments 
' implicit In the selection of these series Is intended 
here. All serifs are regularly published by the BLS 
with the exception of LM* and U=7, and in these 
eases the components are published, so they can 
easily be calculated by anyone who wishes to do so. 

The first series, U=U is the number o! persons 
unemployed, 15, weeks or longer- as a percent of the 
civilian labor force. The rationale behind the selec- 
tion of this series is the belief that unemployment is 
a more severe problem when it has lasted long 
enough to cause substantial, financial hardships The 
assumption is that shorter ^periods can be handled 
by unemployment compensation plus 4he use of 
s^vinp .andi in some eases, assistances f rom other 
famUy members. = . - - 

The^seednd series, U-2 is the number of persens. 
who*"idst their last jobs G takcrf as a percent of the 
eiviiian labor force. The implication of -this, series. 
_ts thai unemployment is mere serious fer,<eiperieneed 
^worlers, |of whom ffie loss of a job Jeads to sig- 
^iififcantly lower income Here unempiojffflent which 
accompanies entry -or reentry intd the labor ^feree 
and voluntary job^leaving wpuld appear to be con- 
sidered an inevitable but less serious matter, ... 

U*-3 _ is ' the number-of household" heads/Hnenv 
ployed is a percent e£ all household heads in the 
^ivlfiaV labor force. In this ease, it Is assumed that 
unemployment fs more serious* when it affects breads 
winners, Other jebseekers sesondafy. workers, would 
presumably" be supported by the heads of heus^jolds^ 
while seeking employment^' , * , = . _;. ^ -■ 

^ b U=4 isjhe number of unemployed persons seeking 
full-time jobs, as a= pereent of all those in the fuuy 
lime labor force C including those employed, part time 
. for economic reasons). The assumption .here is that 
a measure which; is limited to those line mployed who 
are strongly attached to the labor force is more' 
meaningful than one" which also includes more casual 
and marginally attached workers. Unemployment is 
likely to be mere serious -for full-time than for part- 
time workers beeause-lhe former arewsOfe likely le 
be breadwinners, will lose more income through io- 
^ability to find work, and arc more committed to the 
labor force, _ _ r > 

U-S is- the officiali regularly published nneffipley^ 



ment rale .tor all workers age 16 years and ever. 
This series represents the total number of persons, 
not working but available for and seeking work, as a 
percent of the civilian labor force. It can be viewed 
as the 'base series from which each of the other six 
series discussed in this article is Constructed through 
the addition Of subtraction of various labor force 
and unemployment components. In a sense, this 
series reflects a consensus among the many different 
user groups; it involves no value judgments regarding 
a person's family or marital status, relative n§ed for 
work* or personal characteristics, -It only requires 
that jobseeking take place. It has had widespread 
support, from various study groups and was reeom- 
= menfled by the Committee to Appraise Employment 
and Unemployment Statistics (Gordon Committee) 
established by President Kennedy in 1961, 

U=6 includes; as a pereent of the labor force, the 
number of unemployed persons seeking fulUtime 
workj plus one-half of the number of unemployed 
persons seeking part-time work and one-half of the 
number of those, involuntarily on part-time work 
schedules but^ desiring full-time employment (with : 
the part-lime labor force given only half weigjU^. - 
The rationale behind this series is that involuntary 
part-time workers should be ' counted as = at -■ least 
^partially unemployedi and their loss of working time 

^ should be reflected in the' overall measure. Similarly, 
it is felt that unemployed persons seeking only part-* 
time work = should be given Only half weight because 
< their employed counterpart* — those employed pajt- 
time voJuntarih/^work abput half a full-time Work- 
week;.' the- voluntary part-time employed are also 
giver>filJf weight, (This indicator is comparable to 
iheV'percent of labor forte time lest"- series, which is. 

* = regularly" published. , y - . 

The final series, U= 7* is the same' as U— 6 eseept 
" that the number of discouraged workers 1 is added to 
both the unemployed andMabor Teree components,,. 
' This^-series is based on the idea that the situation qV- 

^discouraged workers r is^es|entially ;tHe same as that 
of the unemployed^-they are jobless, want work, 
and presumably^ are ^available for work. The Only 

' difference Is thlt they ^are not looking for Jobs be- 
cause they believe no work is available for thenx. It 
should be noted, however, that specific infofmatiep 
■ reprdingyiheif ywerk history "and prior job^seafeh . 
activity's not now collected, and many of thirn 
could be reflecting only a casual interest in entering . 
the labor market or maintaining an unrealistic desire 
for a prestigjeus'job paying a high salary, . 
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As can be seen from the foregoing discussion, the 
data^vaiJabfe from^ihe BLS allow interested persons 
to construct unemployment series that, range item 
those; jusing very narrow definitions of unemployment 
to thqie based en extremely broad criteria. The series 
selected depends largely on the particular use 10 
which one wishes' to put the data,, arid on the atti- 
tudes held concerning the nature and severity eLun* 
employment. ri \ 

In table 1, the 1974 and 1975 annual overage 
values for each of the series U=l through U=7 are 
shown along v^th the values for the cyclical high and 
low month?* qfthe recent recession. In 1975, as the 
lalde indicates* the series ranged from a low value or 
2?? for series U-Ljo a high of 1 1.5 feVseries U=7. 
/'Each of ihcj series is also plotted en : cn^ri 1 on 
a quarterly basis from 1953; Of -the. first year the 
data for a particular series are available, through the 
fourth quarter of 1975. The chart clearly illustrates 
the successively higher percentages of unemployment 
reflected 'by each of the series. ^ v 

Measures of employment 

We now turn to the employment statistics, to con- 
sider iWQ ttltematlve'ernpioyment measures, and the 
^information thatihey provide* for economic analysis 
and InterpretaiioB, " 1 

First, It shouJdU be pointed out that the employ- 
mem: figures "have ^humerous statistical advantages 
ever the unemployment figures, s 

Under the survey procedures, every person 16 
years or over In the civilian noninstiluUonal papula- , 
tlen Is classified as employed, unemployed, of net in 
the labor force. With few exceptions, a person who - 
during the survey week did any work at all 'for which 
he or she was paid is considered to be employed. 
. Persons are' unemployed if they did not work at all 
during the survey week, were available for work, and 
actively tried to find work during the past 4 weeks, • 
All ethers are classified as not In the labor force. 

Employment, therefore, is a firmer and mere ob- 
jective concept than unemployrmnU consequently. 
It is easier to define and measure. In measuring un^ 
employment, uncertainties can arise, such as In the 
determination of whether jobless persons are actively . 
seeking work or whether they are currently available 1 
for work. The identification of employment. Ort ?he 
^othef hlrid, is relatively straightforward:^ 

Next, employment, a much larger figure than; us- . 
' employment, is subject to a relatively smaller meas^ 
urement error, To illustrate, m ih% fourth quarter of 



Doughnut or ihe tftrfe? ». '\ _v*. ' 

■1975 there were 85.4 million employed and 7 8 i 
mi(Iton.unemployed. ^ '■ _= ."■ 

Additionally, the seasonal adjustment of employ- 
ment is more accurate than that of unemployment. 
The reason is that seasonal changes In total employ- 
ment are relatively small, as are changes in the level 
from one period io anoihe^Jn contrast, unimploy- 
ment is subject to large season 

t dramatic changes in level over short j 

As a result, the multiplicative seasoSr^adjus! 
method, .which BLS uses and which j 

. ways worked well for economic: sej 
distortions into, the seasonally 'adjuBe^ unemploy- ; 
meni : series when" the level change? dramatically, 
There arc no. similar problems in -adjusting the. em- 
ployment series, - 

The employment series is net without statistical 
and definitional problems, however. Some analysts 
believe* allowances should be iSade for part-time . 
workers, underutilized workers, and workers with 
earnings below the poverty threshold. 

EmplaymgnhlsbBr fare? roiio. The first employment 
measure to be considered Js the employment-labor 

e**rM. " ■. . 

Uo*rpploym«n^ Indie* lori, l9§-3 3iffiugh 1B7§ ■» 
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.. fpree ratio, Or the percentage of the civilian labor 
^loree that is,empIoyed,.Thui, it is limply, the eemple- 
■nient of the familiar total unemployment fate. It 
i* provides ^.measure of actual employment as a per- 
centage of that part of the population which has / 
met the market test of working or actively Seeking 
work, '• 
•" Despite the . use of a more solid figure in the 
numerator, the' advantages of the employment-labor 
force ratio over the unemployment rate are dubious, 

• The. major public" concern, lies with trends. In unem- 
ployment. The reason that a series such as the jobless 
rate is constructed m the first place is to focus on a 
problem. This Is similarly true for statistics on illness, 
crime, poverty, and other areas, Thus, public atten- 
tion has not been directed to. the percent of, people 
in good health, of those who have escaped crime, or 
of those who are above the poverty threshold. Rather, 
attention , is centered on the percent of persons who : 

." are ill, ; whe Wive been victims of crime, or who have 

• incomes below the poverty level. And such statistical 
series, are compiled to provide data for those con- 
eernedfwith .social or economic problems. 

Although BLS receives occasional' requests that 
the employment-labor force ratio be featured in press 
releases and public discussions, this measure has not 
received widespread acceptance for use as an eee= 
nomie or. social indicator. The ratio itself is not 
regularly . published by t the Bureau of Labor Sta-. 
tistics, but it can easily be calculated by subtracting . 
the unemployment rate from 100, 

Emptoymeni'popuiation FBtio._ Another employment* 
measure, and one which seems to be more useful 
than Uie s employment -labor force ratio, is the em- 
ployment'popujation ratio. It is derived by dividing 
the total civilian employment by the civilian non- 
institutional population age 1 6 years and over.* -It 
is a measure of employment as a percentage of the 
population, which is the group that Is available for 
work In -the broadest sense. This kind of measure 
was suggejkd to BLS in March 1970 by Professor 
Milton Fftdman of the University of Chicago and 
had been used by some labor market analysts during 
the previous decade,* It, has been published by the 
..BLS in Employment and Earnings on a quarterly 
'basis since. April 1973= Monthly data are published 
in that periodical for the t#ial employment -popular 
tlon ratio only, but jhe data, needed, to calculate the 
major age^sex ratios are also published there. All of 
these data are also published quarterly in the BLS 



press release, Labor Force Developments, (See chart 

.2.) . ; . 

. For certain purposes of economic analysis, the 
employment -popalatieo ratio aaay^ provide a better 
measure of labor market conditions than either the 
unemployment or employment rate, which use the 
civilian labor force as the base. The reason is that 
the labor force itself may expand or contract in 
response to changes in the pace of economic activity, 
in contrast to the greater stability of the population* 

To the extent that persons leave the labor force 
during an economic decline — that is, lose their jobs 
and do not seek others — the reduction in employ* 
ment will exceed the increase in unemployment. 
Similarly," if there is a rapid growth in the labor 
force during the expansionary phase of the business 
cycle, employment will increase more than unem- 
ployment will decline — that is persons enter and 
reenter the job market at the same time that many 
job losers return to work. The potential expansion 
and contraction of the labor force is illustrated by 
the data which show that more than 10 million out 
of a total of about 59 million persons not in the 
labor force during the fourth quarter of 1975 worked 
at some time during the preceding 12 months. Most 
of those leaving the labor force were housewives and 
students, who wanted only seaseto! or ^Ifier^teni- 
porary work, and elder persons wno retired or left 
because of. disability. Abou^ 700,000 workers foeri 
squeezed out because of slack in the economy, about 
iwoMhirds of them were women, 

Further perspective on the potential expansion" Of 
the labor supply is provided by - the data On dis- 
couraged workers. In tha fourth quarter of 1975, 
about .1 million persons a? ported that they wanted 
jobs but did not seek toem because of discourage- 
ment ever job profp*eets. Two-thirds of this group 
were women, A larger group, 4.3 million persons, 
reported that they wanted jobs but did net look for 
them for a variety of reasons, such as school attend- 
ance, family responsibilities, or illness. Seme of these 
nonparticipants might be drawn into the labor force 
if jobs suddenly became readily available, even at 
a relatively low wage,=Tbese groups not in the labor 
force represent a reserve which " could substantially 
shift the size of the labor force under changing ece^ 
nomie conditions — for example, in the event of a 
Federal job guarantee program er the elimination 
or reduction efethe Federal minimum wage for teen^ 
agers. 

The behavior of the labor, force in the current 
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recovery appears to he sonic whit difTerent from thai 
" of earlie f recoveries. In the past, the labor force has 
grown very little during the first 9 months or so of 
cyclical recoveries. During the first 9 months of the 
current recovery (dating from March 1975), labor 
force growth has been substantial— 1^2 million, 
compared with the median path of .virtually" no 
growth in p*ter recessions. There are several plausl- 
bit explanations for the larger than usual cyclical 
growth in the labor force, during 1975,. According 
te one theory* it reflects the changing role of women 
in society j In fact, adult women have accounted for 
■bout half the above-normal cyclical growth this 
/year, Another hypothesis Is that the combination of 
inflation, and unemployment has put severe financial 
pressure on many families and induced an unusually 
large number of family members to seek jobs, Still 
a third possible reason advanced is that some 'people 
who otherwise might have left the labor force may 
be staying in because of the extension of unemploy- 
ment insurance benefits. Eligibility for these payments 
requires the beneficiary to be seeking work. In any 
case, and for various reasons* we have seen an un- 
usual cyclical growth in the labor force , during the 
recovery in 1975, .** '. 

Thus while the unemployment rate Is potentially 
subject to wide variations as a result of special de* 
velopments leading to growth or contraction in the 
labor force the employment-population ratio in- 
cludes a more stable base for a measure of labor 
market activity - one that is undisturbed by the shifts 
of workers into or out of this labor force. 

There are measurement 'problems In estimating 
monthly population totals, but these are relatively 
minor, especially for age groups. 16 years and over, 
A more serious problem is that there are no com- 
parable population figures upqti. which to base 
trends in full- or pari-tlme^ jobs, &s well as In em- 
ployment by occupation or industry, 

Jiinee about 1941, the employment- population 
ratio appears to have held about steady, except for 
a siiihi upward tilt from 1970 to 1974, (See chart 
2.) However, this overall trend masks important 
changes in the age-sex composition of the ratio ever 
this period. The ratio fer adult men has trended 
gradually downward, primarily in line with increas- 
ingly early retirement. On the other hand, there has 
been a pronounced secular increase^ in the ratio for 
adult women ever this period. Teenagers showed a 
dual pattern over the period, as their ratio declined 
between 194S and 1964 and rose in the subsequent = 
decade. Trends in an aggregate, made-up of com- 



ponents which are moving in different directions, are 
difficult to interpret. Furthermore, aggregate employ- 
ment U a simplistic measure which does not take 
into account variations in skills, earnings, and hours 
of work. Hours of work may be especially import 
tant in this context in view of the Increasing proper- 
lion of part-time workers in the labor force over 
the last two decades, A more sophisticated measure, 
taking such factors into account, might reveal a 
different trend. 

Like other economic indicators, the employment- 
_ population ratio should be used in conjunction with 
the broad range of Indicators of labor market aeifv* 
ity currently available in order to develop a balanced : 
and accurate picture of actual labor market condi- 
tions. It should be noted, for example, that an ex- 
pansion in the labor force could result In an in- 
crease |n both the employment-population ratio and 
the uncmpleymeni rate. The two measures, exam- 
ined together, can be more revealing of underlying 
labor market developments than can either measure 
by itself. 

It is Important, as it is in assessing any economic 
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indicator, to he wary of U*iilj| vfi? number without 
any breakdowns* as has been d?ine by some advocates 
of the employment-population ratio The BLS has 
repeatedly stressed in the analysis of its unemploy- 
ment statistics the Importance of using the ,-wide 
V range of detail available in order to make a sound' 
judgment of what the underlying economic cendi= 
liens are. It is equally important that this be dene 
with the^empleyment-populatien raiioj Finally, it Is 
important to continue research into the historical 
and current behavior of this ratio and its many com- 
ponents. The Bureau ^of Labor Statistics will try to 
do further research on this- subject, within the limits 
ef our research resources, and we encourage- others 
outside the Bureau to do further work in this area 
as well. , 

Ratio and unempiotmeaf rate compared : 

it is useful to distinguish between a "cyclical 
indicator" and a "measure of performance/ 1 as al- 
ready noted in the opening section en unemployment. 
A cyclical indicator shows what stage of. the 
business cycle the economy is in or what stage it Is 
hkely to he in seoar Thus, 5 "coincident" indicators 
describe the current cyclical stage, and "leading" 
indicators, the stage that is likely to.be reached in 
the period immediately ahead. The classification ef 
economic indicators according to the* sequence - in 
which they move over the business cycle can be car- 
ried out In a .reasonably objective way, On the othtr 
hand, measures of performance ef the American - 
economy reflect value judgment en the goals of 
economic polifiy^for example, high employment ;(er- 
low unemployment) and stable prices. The distinct 
tion between cyclical indieaiors and measures of per^ 
formance js emphasired by- the fact that neither the 
unemployment rate nor the Consumer Price Index,, 
two principal measures of economic performance, 
are' included in the new National Bure.au of Hco^ 
normc Research (NBER) short hst ef cyclical indU 
eaiors, fit Is also to be noted thai the new NBER 
short list omits real gross national product (ONP), 
the most comprehensive measure of economic output 
and one of the most important measures of economic 
performance, because it is net available monthly ) 
In its assessment of cyclical indieaiors, the NBER 
has devised a method of assigning to them numerical 
scores, or weights, ranging from 0 io T IOG, "The 
scoring plan covers sis major elements- economic 
significance, statistical adequacy, historical conform- 
ity- to business cycles, cyclical timing reeordrsmooih- 
ness. and prempine^, of publication/ The ratings 



throw into clearer perspective the characteristic be- 
havior and limitations of each indicator as a tool in 
short-term economic forecasting. 

When the employmenNpepulaiion ratio is tested 
by these standards, it comes out with a score of 76, 
compared with 87 scored by the iej Cyclical indi- 
cator, nenagricultural payroll employment. The 
principal reason for Its lower score is* thai the 
employment-population ratio has a poor cyclical 

■ timing record at business cycle peaks. Consequently, 
the employment-population ratio could not be classi- 
fied as leading, coincident, or lagging at business 
cycle peaks, and ii lagged ai business cycle troughs, 

. in addition, this series is fairly erratic ever the short* 
run "and, therefore^ receives a relatively lew score 
for smoothness. For these reasons, the employment 
population ratio did net qualify for inclusion en the 
NBER short list of cyclical indieaioj^ The. total un^ 
employment rate received^ sllghity^ higher score — 
78T7=hut did net qualify for the new short list because 
of djffefcnilal timing ai peaks jfjed) and at troughs 
(lagged), While neither ihe unemployment rate nor 
the empjoymeni-populaiien ratio was selected for 
the new NBER short list, they both scored fairly 
high, The unemployment rate, in particular, must 
be rated as a good cyclical indicator. If the fact that 

Tabt* 2, eyeUfiJ tftndi in th* untmptoymint rati and 
*mpteym«nl-pepyl«ltan rails afriec 1941 
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it lead* et peaks and lap at irpughi is heme is 
mind, it ean be put to good use in eyelica] analysis. 
The unemployment rati and the ernploymenl- 
population ratio must both receive hi|h ratinp as. 
measures et performanee (along with rial GNP and 
the Consumer Priee Index)/ ^Hh this standird in 
Blind, it should be noted that the unemployment Tate 
reached a very high level ever the course of the most 
recent business cycle and attained a postwar record 
during the 1974=75 recession While , the employ- 
J ment population ratio showed a sharp drop during 
the recent reeessinn* It had also indicated prior to 
the downturn that a slightly larger percentage of the 
U.S. population has been working during the past 5 
years or so=lhe most current complete eycle=-than 
in previous postwar cycles, (See table 2 and chart 2.) -■ 
.Further, the average for the full 1970-75 business 
cycle Is higher than for any previous business cycle/ 
Thus* In terms of the goal of promoting maximum 
employment employment-population ratio would 



Doughnut or the Hole? - 

appear to give a higher rating with respect to the 
performance of the American economy during the 
1970's than the unemployment rate. 

How can these apparently eentradictery trends be 
explained? The answer appears to be that there are^ 
changes In the labor force participation rate — a 
greater percentage of the population wants to work 
than in the past. Thus, a greater percentage of the 
population is in the labor force, both as employed 
and also as unemployed, 

For the preient, we can say that the employment- 
population ratio and the unemployment rate are both 
useful eyclieai indicators, though neither ranks among 
the very best. However* both measures rank close to 
the top as measures of performance. Both illuminate 
'-. different aspects of labor market conditions, and both 
are necessary for a balanced view of the overall em- 
ployment situation. Thus, I would say the answer 
to the question 8 1he doughnut or the hole?" is the 
doughnut and the hale- 1 , Q 
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AEKNtrWLEOGMENT The author is heavily indebted for 
advice and assistance 10 Robert 1= Siejn,- John E, BrfggefV 
Myrtle Nellen, arid John F. Sunssn* all of the Bureau of 
Labor Statist ies. 

1 See far example thf FemaFfcs by former Commissioner 
of Labor lUiisiics Geoffrey H= Mao re . in **A Measuring 
Stick of .Employment" The Wall _Sffefl Journal* May ; 9, 
1975; in "On the Reliabiliiy of tmployjneni Figures/* a 
letter to the editdF of The Washin$fBn Fpih July 21* 3973; 
and in "The Number* Aren't Everything?" The New York 
Times. .Oct 2, 1975- See also the= analysis by Irwin L 
Kellner. vjec president and economist of the ManufaelureFs 
Hanover Trust Ce,. "Counting the Employed, not thi Uri- 
eJnployed i " i The New York Times, Oct, 26, 1915, 

'An array of Ufli mejJPymenl indicaipF? similar |e the 
M^t thFOUgh M=7 series used by l he Federal ResiFVe IP 
describe successively fn§Fe comprehentive definition? of the 
money supply was suggested to the author by Or, Otto 
©rsniicin Pf ih«? Hawaiian Telephooe Co, in Honolulu, The 
selection of seFies U-! through U=7 inclyded in the list wil 
made by the BL5, While ihi* list uses symbols for the Unem- 
ployment seFies analogous to thole used by the Federal Re^ 
terve. with each higher numbered series representing a 
slightly higher level of unemployment* it doef not have the 
elegant property of representing successively broader den= 



niUoni of unemployment compiled by adding grpyp* at 
each higheF ieVeL 

"Thi lureau of Labef Statiitlci "izcludea the Armed 
FpreeS figurei fFofn both the efnplojffnent find pppulatian 
iffies, HoWeveir, the dlla fegyUfty published in Empiav* 
mtnt and Egfningi enable analyst* lu epmpute an emp!e^ 
me ni^ population niio In whieh the, Armed FsFcts are in- 
eluded in the employment total as Well as in the pOpulatipS 
figure if they to desiFi^ 

'A letfef to Cornrnlsiiflnejf of Labor Statiltici QcpfTrty 
H, Msofi from Pfofeisgr Milton Friedman of the Univer- 
sity of Chicago, dated M§f, 9± 1970, There were numerous 
earlier uie? af the -ernpioymeni-popuiaiiofi ralia. Far es- 
ample, iee T, Demburf and iLrand, H Hiddea Unemploy- 
ment. 1955=61," Amerfcan Eeaaamlf Jfev/fw, Mfireb 1966, 
pp f 7i-9S: JiCPb Mincer, "Labqr-Forte Fafticipaiion and 
Unemployment: A Review of Reccnt Evidence" in Robert 
A, Serden ind MaFgarei I, GoFdsn* eds„ Prosperity es^ 
Unemployment (New Vofk, Jehn : Wiley * Sons* t966)j 
eh; 51 lifand and T = DefnbUfg, ^CyeliCa! Variaiion' is 
Civilian Labar Force Parildpatian^ Review- $f EesnamlES 
and Slaiiiiici. November 19&4. pB, 57S=9ji Alfred Telia, 
"The Reialian of Labor Fo/6i ta Efnpleymin!^ Industrial 
and Labor Relatlsns Review, April 19 64, pp. 454^9= find 
Alf Fed Telia, "Labor Force Seniiilvii^ to Emplpymeni by 
Age s Sea* 1 * IndHZtrlal Relations. Februafy \9h% % pp, €9=85. 



87 



84 



Mr, Cooper. I think a submission to the general public would be 
of the greater interest. 

One final question is this, I would like for you to answer it as.' 
private citizens, if possible. You urge fiscal restraint on the part of 
Congress to lower budget deficits, I agree with you, 

I was just wondering if, as private citizens, what you thought a 
potential tax increase might do to the recovery? 

Mr, Martin. I think it would be unseemly for me as a Federal 
Reserve official to comment on or to attempt to advise the Con- 
gress on something that is the Congress* particular responsibility, 

Mr, Cooper, How about unofficially, then, as a private citizen, 
Mr, Martin? 

Mr, Martin, I think as a private citizen I have biases, as any 
other private citizen has. And those are that, if the Congress moves 
toward the tax increases, I would hope there would be careful con- 
sideration of taxing consumption and consideration of the effects 
that taxing investment could have on our needs for building the 
capital stock. 

I guess my biases would go in the direction of attempting to pre- 
serve whatever is possible of incentives to invest and create new 
jobs. But that is a private citizen's bias, 

Mr, Cooper, Mr. Keehn? .. 

Mr. Keehn. Well, it seems to me, speaking as. a private citizen, 
that any increase in taxes at this particular moment, given the 
status of the recovery, would not be appropriate; Having said that, 
we have this longer run fiscal problem that simply has to be dealt 
with. - "•. ••• • • - - - ■ - 

I think it will take a very careful balance between increased 
taxes to raise revenues and decrease expenditures to aid on that 
side, I think we have accomplished something in the tax policy to 
provide incentives to save, and I would hope we would not make a 
change there but, rather, consider very carefully the applicability 
of taxes that would be on the consumption side, 

Mr, Cooper, Thank you very much, Mr, Chairman, 

Chairman FAuNfRov, I thank you, * 

The gentleman from Delaware, Mr, Carper? 

Mr, Carper, Thank you, Mr, Chairman, I would like to welcome 
both of our panelists today, 
Mr, Keehn, Thank you, 

Mr. Carper, I would like to follow up, if I could, on my colleague 
from Tennessee's question, One of the alternatives, in fact, a couple 
different tax alternatives or revenue enhancers have been proposed 
to the Congress earlier this year. One by the President, Ilthink a 
prospective fee, if you will, on. maybe imported and/or domestic oil, 
Also, we have heard some talk about rescinding the third year of 
the tax cut or some variation of a change in the tax cut. 

One of the ideas that has some appeal is that of capping the tax 
cut, the third year of the tax cut, at some nominal tax cut per indi- * 
vidual, $700, $500, $300, You pick the number, 

Two questions, both closely related. Would you care to comment, 
please, on what impact the imposition of a fee oh domestic and/or 
imported oil might be expected to have on inflatiqn and on our eco- 
nomic recovery. And secondly, what impact might the enactment of 
a change in the third year of the tax cut; that is, a $700 cap on the 
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magnitude of that tax cut* how might that also impact on the rate 
of inflation and, more particularly, the economic recovery? 

I don't know if I should ask you to do this with your official hats 
on or your taxpayer capacity. Whichever you feel most comfortable 

1Il Mr. Martin, I must admit Ihave not done or reviewed work in 
this area of the impact of individual taxes through any kind oi 
modeling process. So I am at a loss really to respond in any very 
technical way. I am aware of the arguments that have been made 
in various European countries for the taxation of imported oil, and 
indeed the moves that have been made in some countries to at- 
tempt to try to hold up the price, with taxes, at the gas pump m an 
effort to restrain the consumption of that particular need-tq-be-im- 
ported commodity. , T 

It seems to me that that is worth looking into in our own case, 1 
am aware of the discussions here in the Congress on that. But 1 
must confess, I do not have data or any gpinion that would be of 
weight to this committee with regard to the third year tax or the 
cap. 

Mr, Carpkr. Mr. Keehn? • .-■ 

Mr. Keehn. With regard to the second question, I would want to 
know the facts as to what a cap on the tax cut would really mean 
in terms, of revenue. If the facts were such that it would result in a 
substantial amount of money, then it would be worth considering. 

Mr. Carper. Let us assume for the moment a $700 tax cut would , 
• raise from $5 to $10 billion in fiscal year 1984. ......... 

Mr. Keehn. I would be surprised if the number were that large, 
but if it were that large, it would certainly be something" you would 
have to consider very carefully. . 

On the first question with "regard to oil import fees, it seems to 
me that the price of oil has dramatically declined; the price ot 
energy has dramatically declined, This might be an opportunity— 
again it relates to the comment I made a moment ago with regard 
to consumption taxes— since a tax on oil imports is basically con- 
sumption oriented. It would be a way in which this could be accom- 
plished. At the same time, and certainly not incidentally, it would 
provide an opportunity for the increase of domestic production, and 
that has a whole series I think, of, beneficial effects, _ 

Again I would want to look at the numbers very carefully. But it . 
it was an interesting number, it is something I would want to think 
about very carefully, 

Mr Carper. Thank you. Next question: As, the economy recovers 
this year, and hopefully next, what factors will be acting to one, 
rekindle inflation, and two, to moderate or dampen the rekindling 
of inflation? It is a two part question. That is the first part, 
* Mr Martin Well, the rekindling of inflation is an ever present 
and major danger. As the Congressman knows, prices have begun 
to firm in areas in which demand is growing. For example, the tirst 
sector of our economy to show broad recovery has been housing, 1 
understand the price of new housing at the sales market level- has 
already begun to float up some, This, after less than 12 months ol 
recovery in housing. - .. , 

Second va are all aware that sensitive commodity prices and 
certain raw materials such as lumber, have already shown, particu- 
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larly where discounting was severe during the recession, tubstan- 
tial increases. Some lumber prices being quoted now are 40 to 50 
percent higher than they were 12 months ago, - \ ■ 

1 think we have to be careful to sort out in reviewing these price 
increases, the potentially alarming implications that . this data has 
for inflation from the aspects of the Increases that indicate a recov- 
ery in prices for raw materials, commodity*, and semifinished goods 
that is necessary to bring production back up to a breakeven point. 
Copper mines, in which the price is only a fraction of the dost of 
production, of course, there are going to be some increases in 
copper. 

The more fundamental question, though, that should be in every- 
one's mind is, as the economy recoverSi are there wage and price 
increases that are expectational in nature? That are anticipating : 
shortages? That are anticipating higher prices in the future? To 
date, there has not been much of that. It is the anticipatory side of r' 
wage settlements and of contract renegotiation between vendor and *■< 
user that so far have not shown a lot of this really alarming lead 
ing indicators. <*■>■■ ;* 

* Mr* Cakper. Mr. Keehn? * " V ■ 

• Mr. Keehn, I think I would divide the risk into two broad catego^ 
ries: first, wage escalation, and second, price escalation. Dealing- 
with the second one first, I think one of the more interesting, devel- 
opments that has come out of this recession is the very substantial '" 
reduction in bHfck-even levels by a lot of our operating industries. 

It has been accomplished in a number of ways, but among others! 
as I suggested in my testimony, a significant number of plants have 
simply been closed down, The productive capacity in" many of our 
basic industries has been very significantly reduced, jl V 

As we get into the recovery and as operating ratios iflfcback up 
from what is currently a "very low level, there is going&to be a 
temptation on the part; ofSvindustry to bring back some price in- 
creases. We are already seeing this, The vice chairman has com- 
mented on a number of commodities where you are seeing price in- 
creases, I think you will see this following through into product 
prices, As the operating ratios go back up* I think you aje going to 
see a snugging up of prices. Not so much overt price increases as 
the elimination of disdounts from list and -that type of thing. 

The other area, the other side, wage escalation, I think as We go 
forward into negotiations, bargaining sessions and the like as cor- 
porate profits improve, I think labor will want to regain some of; 
the concessions that . they have given up. I think labor will also 
want to try to increase some of their demands in the bargaining 
process, * . 

These two areas, wage escalation and price escalation, are the 
risks that I would see. Both would be considerably influenced by 
the outlook for inflation and inflationary expectations. If, in fact, 
on the wage side and the price side people have an optimistic out- 
look with regard to inflation and can count on continued price sta- 
bility, I think their attitude in these two areas will be different. 

Mr. Carper, Thank you, My time .has expired. On the second 
round I will come back with the second half of my twp part ques- 
tion, I will give you a little signal, I am going to be asking you, of 
those factors enhancing or depressing inflation over which does the 
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Fed have some control, and over which does the Congress have 
some control? ' . . * . , 

Chairman Fauntroy. Mr. Martin, there have been persistent 
questions as to the type of recovery that the Fed would like to see 
happen, On the one hand the Fed could be trying to foster 1 recovery 
with real growth in the first year or so comparable to past recover- 
ies— 8 to 7 percent— even at the risk of a modest rebound of infla- 
tion from the current 3- to 4-percent rate, On the other hand, the 
Fed could be trying to foster a recovery with a slower rate of real 
growth the first year or so— say about 5 percerit^in order to hold 
5 inflation at those rates. Since the choice of these two courses obvi- 
ously has implications for employment, I wonder if you would tell 
the committee which of these kinds of recovery the Federal Open 
Market Committee, and you personally, would like to see happen. 
Specifically, if real growth this year turns out to be 6 to 7 percent, 
would the Federal Open Market Committee view that rate as an 
overheated expansion which should be restrained or as an appro- 
priate or proper response? , # 
Mr, Martin, Mr, Chairman, a 8 or 7 percent real growth tor this 
calendar year would be one in which I think we all as citizens 
would applaud. A' 6- or 7-percent real growth would mean, I think, 
that unemployment would decrease more rapidly than the numbers 
we were previously reviewing. If 6 or 7 percent could be acconv 
* plished while inflation was kept within the 8 to 4 percent range, it 
would seem to me that that would be a very salutary outcome, 

I think bur problem is that the economy has a momentum of its 
own that is affected by monetary policy, affected by fiscal policy, 
affected by these international developments. And we all are in a 
sense adjusting to what we are finding out there m the markets. 
We are finding a little bit stronger recovery by half a point or 
three-quarters of a point than some of the consensus forecasts were 
just a few months ago. I think it is monetary policy's job to accom- 
modate that higher rate of recovery. And so far we have not been 
constrained by leading indicators of inflation's renewal, as I have 
testified in the previous question, •- i( ■ 

So I think my answer would be, the recovery is getting a little 
stronger, ,and it is our job to accommodate that. And so far. we 
don't see we have to pay the price in rekindling inflation. _ 

Chairman Fauntrov, Mr, KeehnV you have given us, as I indicat- 
ed at the outset, a pessimistic 1 picture of unemployment, and of the 
employment outlook in your district. You have discussed the de- 
clining population, you have talked about business closings, and 
you have noted, with some emphasis I think, the demolition and 
disposal of factories and the role of limited public transportation. 
Do you foresee any bright spots in the employment picture in your 
district? What do you suppose could be done now? 

Put another way, what advice ^would you give our friend, the 
Governor of Michigan, who previously to becoming Governor had 
served on this committee and chaired the Subcommittee on Eco- 
nomic Stabilization? - . _ ' » 

Mr. Keehn, Well, Mr, Chairman, I am sorry that my testimony 
is being viewed as a pessimistic outlook, In fact, it is a ramer factu- 
al assessment, of conditions in the district, and really with the pas- 
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sage of time and Nome improvement in the economy we are feeling 
better about things out there than we certainly were a year ago, 
With regard to your specific question concerning Michigan, there 
are some very significant imbalances, if you" will, in Michigan, I 
have pointed out some of them in the tables and in my testimony. 
For example, the unemployment compensation rates are high; the 
workmen's compensation rates are high; the level of compensation 
costs are comparatively very, very high. Compensation costs are 38 
percent over the national average. Just salary and just pay, not in- 
cluding the fringes, I think if Michigan is going to address the 
issue and is going to revive the State, they are going to have to 
look at these comparative disadvantages and begin to do something 
about them. 

To give you a specific, Michigan has a usury law that we view as 
being very burdensome. It is very difficult to operate a financial in- 
stitution in the State of Michigan with the usury law that they cur- 
rently have in place, As a result of that, they are losing some em- 
ployment. Some of the financial institutions are moving into other 
areas so they can operate without the effect of that usury law. 
These are the types of issues that we think the States are going td 
have to look at very carefully if they are going to try and put 
themselves back on an absolutely competitive basis with other 
areas of the country. 

Chairman Fauntroy, Mr. Martin, in your statement you stress 
the need for positive solutions that mitigate the dangers apsociated 
with persistent high structural deficits, Let me first say. I agree 
with you. My concern is that folks over at the White House and 
Pentagon apparently don't agree. As you know, both the House and 
Senate have passed budget resolutions which differ in a number of 
details, and which will have to be worked out in conference, How- 
ever, both provide for lower deficits through smaller defense in- 
creases, more social spending, and higher taxes than the adminis- 
tration has sought. There are currently reports that the adminis- 
tration is not going to cooperate or compromise in this matter but 
will employ the veto. Would that be, in your view, a positive solu- 
tion to our problem now? 

Mr, Martin, Well, Mr, Chairman, I think it would be presump- 
tions of me, I can't speak for the Federal Reserve in this matter, 
We haven't reviewed those two alternatives, so I would have no au= 
thority to speak. I think I would be getting beyond my field of ex- 
pertise if I were to respond to the chairman, I would respectfully 
decline to comment. 

Chairman Fauntrov, Mr, Keehn, would you care to respond to 
that? \ 

Mr, Keehn, Mr, Chairman, I really don f t think I would *have 
anything that I could add that would be useful to the committee. 

Chairman Fauntroy, Maybe I can get Mr, Barnard to respond. 
No. 

Mr, Barnard, I would be glad to,t& 
Chairman Fauntroy. Mr, Hiler?' 
Mr, Hiler, Thank you, Mr. Chairman, 

Mr, Martin, I have to say that I am. a little bit surprised that you 
either have no opinion, or that you plead lack of technical exper- 
tise to respond to the question as to whether you think the third 
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year of the tatqut should be etwita:_nated, I think in an earlier ques- 
tion, when someone asked whgthfher it should be eliminated or 
capped, you said you had no opitficson, or did not have the technical 
expertise to bi able to respond t^bo that as to what impact that 
would have on tha recovery. You v^would have to be the only major 
policymaker in the Country th^t pB^mm no opinion on that. 

Now, certainly several times tWals afternoon you have told us we 
should get the deficit down and do these different things. This is an 
option. You, ae an individual, a£ someone with an economic and 
banking background, must have atxji opinion on whether or not the 
third year of the tax cut ihouiiH be repealed or not and what 
impact 'that ^puld have on an ec^iunomie recovery. 

Mr. MabTin. Well, I interpreted the previous question as indicat- 
ing a request for a quantitative mmeasure of what sort of impact a 
particular §e£ of revenue meaguira^es would have, Not having the 
data, I felt t should not respond in any quantitative way, Of course* 
in terms of increasing taxes in a^jgy way early in a recovery, this is 
a kind of measure, that would give» any of us pause in that the re- 
covery is in such an early stage, increase taxes at such an early 
stage is a highly risky operation- ^ And I would rather not see that 
kind of a measure enacted, . . 

On the other hand, in regard te«o our ■ responsibilities for setting 
monetary policy, we are working inn markets in which the Treasury 
is coming to market for $10 MlLio on one week, $12 billion another 
week, $15 billion another week) - s and those, m assive calls on the 
markets af£ something we are copuiring with on a week-to-week basis. 

In the short run, I am concer^e&^d about raising taxes of any sort 
early in a recovery. But over the longer run in terms of a rising 
deficit and its management, it is a very difficult matter today. 

Mr. HilBH, I will interpret thw fesis saying that you would be skep- 
tical of the wiidom of raising ta^e&s in this early stage of the recov- 
ery, that it could have a negative? itt^mpact. . ; 

Mr. MAPTiN, Yeij sir, / 

Mr. Hn^EH. Let me ask the,ne^tt^ft question. While you are skepti- 
cal, the other point you mention imls that the deficits are' worrisome 
to you, 1 preiume that probably the out^year deficits, jnore than 
the deficits in tha 1 next 6 months-^ ^ ~ ' - 

Mr, Margin, That is correct; . ■-- *..''.= 

Mr. HilEH. One way or another, . do you view the option of raising^ _. s 
taxes or reducing spending as ha^inxng equal impact?, . 

Mr. Maktin. No, because we a£ei= in a low saving, low investment 
cycle. An incentive to invest $md ttto create ^new jobSp in new enter- 
prises and expanding existing e^ tacer prises, is very important to us 
v in sustaining economic recovery,, IpTherefore, it seems that there is 
an economic case for reducing spferrmding as long as that can be done 
without adversely affecting thoafi who \ truly, need the ' welfare and 
support. In general, I believe th^t it would be preferable to reduce 
the spending than to raise^ taxes, 

Mr. Hiler, Let me ask then* a thChird question, If the option is be- 
tween borrowing a dollar arfd talcing a dollar, to eliminate a dollar 
of deficit that is not solved," Bay* „ by economic growth, or say to 
eliminate a structural deficit, 7 or is to eliminate a deficit that is 
- driven by Higher spending, do youxu. think those two options are of 



\ - 90 

equal impact? Do you think a'doll^ir.bf tax. has lesi impact than a 
dollar of borrowing to eliminate a d«Heficit? * * 

Mr. Martin, I think to borrow W to eliminate the deficit may be 
somewhat contradictory, I think in .. terms of any revenue measure, 
its incidence very much depends cm n the nature of the tax. The inci- 
dence of a tax obviously would be? n- taken into consideration by you 
and hi others of this body in d#t&-ermining whether or not so to 
enact/ But borrowing to finance Urx n ever larger 'deficit, given our 
goalsW monetary restraint, can ot*- n ly place a tremendous burden 
on prfttej^e credit markets and, cJQEsnsequently, on business invest- 
nient. 

Mr, HiLERT^TM-might just take aenother second here, Mr, Chair- 
num. * ' > . • 

Chairman Fauntrgy, Certainly, ^^^lease go ahead, 

Mr, Hiler, I am. not sure I und&eFstood your .answer. It may be 
because you didn't understand jny question, I don't know, I guess 
the point I was driving" at is that many people view borrowing a 
dollar to take care of spending beyoond what existing tax revenue is 
hm a more adverse impact on i/hsuae economy and credit markets 
than does taxing another dollar to » eliminate that dollar's worth of 
deficit, ,• 

Do you .view that to be the cas4 , pr do you think they have the 
same net impact? 

Mr. Martin, I think are talkitt ng about the impact of two . poli- 
cies which have to be weighted partrtieularly depending on the state 
of the recovery we are in. T^ere is 3 an expectational side that is a 
little tricky, in that if the bond t reside rs feel there are going to be 
very heavy outyear deficits, that bBs different from borrowing the 
dollar today. Raising taxes today, cUlepending on what kind of a tax 
it is, of course, will take money oUtr..t of the private sector spending 
stream. And therefore in the imrnecfciiate short run may be injurious 
to a kind of an average or below av^»rage recovery, v 

The markets may interpret the tctax,' however, as meaning lower 
deficits out in the future, and it jna^y have salutary effects on inter- 
est rates through expectations. So r^au^We cauf ht in the shortrun/ 
longrun dilemma here, .. 

Mr. IIilkr. I thank the gentleman _n. Yield back. 

Chairman Fauntrgy, Mr, Barn^ro— <i? 
m Mr. Barnard, Mr, Martin, do yo ou think we ought to. have an 
amendment to balance the budget? 

I see where the distinguished m minority leader on Ways and 
Means is reintroducing his bal»n. nce-the-budget amendment this 
week. Do you think we need such a stipulation in the Constitution? 

Mr. Martin, I think that it is aJwways appropriate to explore new 
ways to get at the question of cont^c^olling expenditures and further- 
ing growth. The viug&us proposals for constitutional amendments 
that* have, come forUvnave, of cour^^e, required all kinds of institu- 
tional changes and exceptions* extfe-spiioffid circumstances in which 
the budget would not have to be bpkiianeed. I am fearful that overre- 
liance on procedure or technique rnmay blind us to the necessity of 
making the hard decisions to reduces certain kinds of spending that 
are not necessary to the lower in£or_ome groups, and to readjust our 
revenue structures© as not to interr-fcfere with tomorrow's unemploy- 
ment, ' " 
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So I guess my eisoncern - with ioiisideration of constitutional 
amendments is the te— ar of distracting the deeiflic^nmakers from the 
hard decisions thai need to be made now in both sides of the 
income statement. = = 

Mr, Barnard^- I ^ms just intareited to see/wSfcat you would say 
about that little issued- ' , . , , 

The "\YilIiamsburg - Summit is nov concluded, -^nd everybody has 
gone homo happy Wr~th idealistic genii of lower interest and lower 
unemployment, and sso forth, which means th#t if we are going to 
accomplish all of th&se goals with all of thes* Industrial nations, 
aren't '^re-going to ticteve to hav© soflWsirriUarity l in evaluating, some 
of the problems, sucha as, don't w% have some difference in evaluate 
ing Ml ,12, and M3, and setting monetary go&l^* as opposed to our 
European friends? ■ ■ 1 j* 

Mr. Martin. Well I am privileged to attend rz^neetings from time 
to time of the Bank _ of International Settiemesits at which other 
central bank representatives are there, I must = ^ay, like any other 
group of functionaries, we talk shop, For instafeiee, we talk about; 
why m it in Canada i you are not ficuring on Mil hardly at all any- 
more? % is it in t_iie United Kiflfltom you hteave got three meas- 
ures of the money su^ipply, as we have, et ceter*a_ I think that there 
are "moA similarities than differ^jm Once yQULi allow for the fact 
that Bomo Europeflto countries u6<j a lot of c^aah and not much 
checkbook, the prohls^ms are quit^ similar. 

Indeed, I must ohs^rve that in country after country, the growth 
-curve, of Ml or its equivalent in, Germany of* ^United Kingdom is 
rather surprisingly c^uite similar tfl ours. That L_s, they are overtar- 
get with it, too. ' _ * , - 

Mr. Barnard Btit= they don't have the fluetiaations we have, do 

they? . * 

Mr. Martin. Ye§> sir, they h a ve very subit^antial fluctuations, 
Once^liowing for sail the adjustments you fta^ve to make in the 
growth of the aggregates, they have very substaimtial-r™ " . 

Mr. Barnard, tehat because of the strucfcur=xe of their banking 
community there? . \ ; e * . 

Mr, Martin; 1 tfricrak it is because he mark#t^ in these countries, 
particularly for government s&eurft are th#rr— iseives volatile, The 
movement in thoss markets affects the depoiSjfas m the various fi- 
nancial institutions country by country. And t^ney have the same 
variability in markets that we have in marketer, and it affects the 
growth in their mem— etary aggregates us it affectum our growth. 

Mr. Barnard, Wr=,at do you s§ € u Vice Chai_rman of the b ed as 
the value, the eeorjotmiic value, of the Summit? _ - 

Mr, Martin, I thank it is a valuable exercise e in the coming to- 
gether of individuals^ who carry enormous^reSprDonsibilities, I think 
there is the same n&erit in thoa^Atjn^.aa tQiere is merit in the 
meetings of ybursfilrfr , sir, with ottoMrnportaftt^ senior members of 
other committees irts. the Conpead think it is a person-to-person 
kind of communication thatpip vitA ■ — , 

Mr, Barnard. I h=ave no other cations,- Mr. *- Chairman, 
Chairman FaunTf^oy, Mr* C^rbM , 

r. Chwrman. 



" -Mr/ Carper. Th^^lt you, % ™ , 

I would like to^ack up 5 if I cow, where ^r— e left off You _may 
recall the two part question I Waking, "tne first part of the 
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question you both addressed was what are some of the factors that 
could prospectively increase or further dampen the increase in the 
rate of inflation. * . 

The second part of the question I would like ybu to now address, 
if you will, is what sway does the Fed have over those factors, what 
BwaM if any does the Congress have over those factors? *** 

Mr. Martin. Weil, the way that the Federal Reserve influences 
inflation works its way through financial variables as the gentle- 
man knows. It is our task to determine the path of the monetary 
aggregates and to determine the growth of credit, Our tools work 
through financial markets, and affect Interest rates, that in turn 
affect money and credit* flows. As each of those variables is impor- 
tant to the path of the economy, it influences the total inflationary 
situation, 

If we think^fcf our role iir the context of a multiple-equation - 
model of the economy in which the various forces and factors af- 
fecting inflation are all coming together and interacting, we have 
much to say about the financial factors that affect the level of eco- 
nomic activity. But in terms of other forces, such as the restructure 
ing of the "labor force, the retraining of workers, the mobility of 
human resources and physical resources from manufacturing to 
the service trades and activities, the work ethic, people's attitude 
toward productivity, there are economic-forces that are outside our 
control. Monetary policy is an important factor in determining ttie 
path of growth of nominal income* but there is a range of uncer- 
tainty surrounding how any given monetary policy, when combined.* 
with other economic forces, will affect real growth and inflation. 
We make every effort, to be careful, that our policy is having the 
impact we intend. / 

jMt, Carper, That addresses part of the question. That is, what 
faptors does the Fed have sway over. How about the Congress? 
What do you see us as the Congress having some sway over? 

Mr. Martin. Well, the Congress, of course, has influenced many 
factors, Your passing and reconciling two different budgetary reso- e 
lutions immediately affects private markets as participants . evalu- 
ate the potential competition for funds. Your various enactments 
in the deregulatory area bring competition into markets formerly 
protected because of statutory and regulatory bars to competition, 
Your' s is the action fer inaction with regard to the International 
Monetary Fund quota, to World Bank funding considerations. You 
influence us and the other bank regulatory^ agencies with regard to 
the , controls over international lending in the future, Of course, 
you supervise us, so it seems to me that there is vefcy little the Con- 
gress doesn't have under its aegis, 

Mr, Carper, All right, There have been some recent reports of 
significant increases in productivity in tHis country, I think tke 
first quarter numbers for this year were quite encouraging com- 
pared to previous years. 

To what do you attribute those changes? What impact, if any, 
may we look to because of those changes to, say, rates of unemploy- 
ment, to the rates of inflation? 

Mr, Martin. In responding, I would say that w:e are caught in 
the short run/long run dilemma again, I would certainly verify 
that the output per hour relative to 1 year ago, first quarter of 

V ' , ■ . ■ 
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1983, shows a plus 2M percent, Tf you compare that with the first 
quarter of 1982 on the same basis, it showed a minus 1.1. 

The increase in unit labor costs, again citing the year ending in 
the first quarter, is only 3.6 peraent. Take that tack to first quarter 
of 198? and yoUf get a 9,9 rise in unit labor leasts. So certainly the 
productivity figures are encouraging. . 

Now, unfortunately> much a of the gam in productivity is, of 
course due to a short work week and a widespread curtailment in 
the use of labor. The question is going to be, now that demand is 
rising and the work week is lengthening, will productivity hold. 

My guess isnhat it will hold for some period of time, beeaCree- the 
flip side of this awful rate of unemployment and underemployment 
that you are rightly concerned with— and we are— is, of course, you 
get* higher productivity, and that -makes a given occupation and a 
given Industry more competitive, more competitive particularly in 
the international area/ If we could get back a couple of million pi 
those jobs in export agriculture, export industry, export services, it 
, would ^be so useful to all of us. 

Mr Carper. One last question, if I could, V ' youj just trace 
briefly for Us the history of real interest rates, and I mean very 
briefly. Also,, take a close look, Jf you wmild, at real interest rates 
over the course of, say, the last 12 months. * 

are they staying so high? What tan we do collectively to 
bring them down? • . . t , 

Mr Martin. If I may, I will submit the data to you with regard 
to monthly-month Interest rates over that period of time To be 
responsive to your question, .real interest rates have stayed stub- 
bornly high over the period of time that you have indicated, this is 
particularly a function of the fact that most Sprite indexes have 
been coming down so much; that although interest ratm have had 
some decrease up \inttl the last few weeks; prices have fallen 
faster 'There appears to be some doubt, particularly in long-term 
markets, that inflation will stay at these recent low rates. 

io we have a real interest rate that is a burden on the recovery 
•and one in which there are very few historical precedents for in 
this country. There are a number of factors involved, and there is a 
degree in which we don't know everything there is to know about 



real interest rates, * 



>ai interest: raies, ■ , 

Certainly, one major factor is the expectation of out year,ri\ega- 
defieits cofliding with the need jo finance equipment, plant, ^ven^ 
tor>* receivables, and overseas trade. If you are a portfolio manager 
having 5- and 10-year obligations, you are goirig to require the bor- 
rower to pay 12 or 18 1 percent, because you feel like inflation is 
going to be back up there when that obligation comes due, ■ 

Or 3 or 4 years down the \road when you have got to explain to 
your board of directors why you an? ge^ing 9UQh a poor return on, 
those investments. It ts expectational in large part. 
"Mr. "Carper.. Mr, -Martin, Mr. Ketehri, thank-you both very much 
for your appearance and testimony today. , 

Mn response to the- above question of Congressman^ Larper, tne 
foilowingMetter was^sent by Mr. Martin containing the requested 
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BDARD OF OOyERNOR|i j 

ar xhe 1 
FEDERAL RESERVE SYSTEM 

Washington 



July 27 , * 1983 



V. 



The Honorable Thomas R , Carper 
House of Representatives 
Washington , " D. C, 205^5 * 

5 Dear Mr , Carper •* r 

* * " ~> 

1 am pleased to submit che enclosed material in 
tll^tlV LO J uur question during the hearing on June 1 before 

t nfTi tGe ,° n domestic Monetary Policy concerning thi" , 
level of real interest rates over che last 12 months. 

Qr ' . A? yj« are aware, .several pit-falls exist to arriving 
at a* f pecific determination of tfie real rate of interest, for 
any given period of time. The most obvious -of" these relates 
to the. selection of . the appropriate nominal interest rate and 
an inflation index for analysis from the «Yde variety of such 
indicators available. From the perspective of assessing the 
most current real interest rate levels, an additional problem 

rS.nL ineefest rates lay be r,p4d 41 a measure 

o£ current nominal rates, that are observable in credit market- 
I havrS^^I r f j aCU - — that are not. For these reasons 
J v f, Prided alternative measures- of real rates over the " 
last 12 months for your review. Also enclosed are data on 
the movement of real rates, over a broader period, 1959-83. ' 

Please let me know if I can be of further assistance. 

Sincere ly t 




Preston Martin 
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Chairma^FAUNTROY. Mr. Martin, on a related matter, Wsterday 
the stock markets fell 16 points, apparently 'because investors be- 
lieve that the current above target Ml growth would' force the Fed " 
to tighten and send interest rates ufg A week dr sp ago you said 
that the Fed would continue to pay less attention to Ml than "to" M2 
and to MS. In light of -that statement,, do you think thkt the market 
is- overreacting- to «he Ml growth? in your view, is . it necessary to 
tighten monetarypoliqy in OFtjer to bring down the Ml growth? 

Mr. Martin, Let me answer the se cpnc| question first, if I may. I 
think it may be helpful to do it that way. 

We are still looking forward to the completion of the kinds of ad- 
justments in*the holding of money and near monies kinds of assets 
that we have seen in the M2 and M8, After all, ratei of growth in 
those two broader aggregates were very much higher just a few 
months ago/ 

* We have had some relief in ML But the question is, How long 
will it hold? And some relief still leaves you way above the upper 
line of tile curve as far as that aggregate is concerned. I don't 
mean to imply we are ignoring Ml, We can't. 

*There is still enough of a relationship between tKe growth in 
nominal gross product over time and Ml, even when it is behaving 
in' such an erratic way* up one month, down 1 * another, so that one 
cannot ignore Ml. But the more basic considerations are still fur- 
thering the recovery, the.stren^th of that recovery, and what indi- 
cators are there that inflation is coming*back, 

I hope I have beentcandid and of some use to you in your think- 
ing to indicate that it looks as though the recovery is a little 
stronger, but it doesn!t look like inflation is coming back. It seems 
to me it is more important to watch the inflationary leading indica-* 
. fpfs than it is purely the Ml, But one can't ignore it, * 

I guess in sum, it is one of, several factors wrtia^gto consider. 
But we shouldn't be governed by it alone. * ,, ^* s \ s ^ 

Chairman Fauntroy. Gentlemen, I want to thank youW very 
much for your thorough and provocative testimony, . We Jia>^ all 
benefited from it, and I am sure that the committee and the public 
at large is in your debt for the time and energy you have commit- 
ted to preparation for today, * /' 
. Thank you so very much. • 

With that, the hearing will come to a close. 

[Whereupon, at 4:05 p.m., the subcommittee adjourned subject to 
the call of the Chair.] ... .... 

[The following article "What Is Tull Employment'? M was submit 
ted by the subcommittee for inclusion in the recdrd:] 

s • " ■ - * 



XI; 



ERIC 



10£ 



ERIC 



What Is 



'Full Employment ? 

. In the 1960s, it was a 4% jobless 
ratefToday, some everts say it's 
7% or higher Whatl&Jel the voters 
ultimately tolerate hm profound 
implications for the inflation rate 
' the future of the GOR 



Fufl employment, which has bej 
a long-time national goal under 
both Democratic and Republi- 
can Admlnlstratibns, seems to be a 
distant, target these days, But even 
before this relentless recession sent 1 
the notion's jobless rate to a 41-year 
high of 10,8%, the experts were 
sharply divided as to what level of 
Unemployment— 5%, S%, 7% or 
bighef^constitutes "fyA" employ* 
ment in a complex, rapidly chan^ng 
economy ln : whieh many of the old 
bopchmarka are no longer valid. 

Moreover, for the firlttime in two 
decades, the President's Council of 
Economic Advisers considered drop- 
ping the whole eorfcept of Ml employ- 
ment in Its Economic Report, 

- ''Ideatifying a number that you can call 
filii employment is awkward and puts 
you into a fuzzy never-never land," 
main tains CEiV member William 

' Poole. The'tim^-honored way of using 
such a figure to calculate ^potential 
Gross National Product ''sets unrea- 
sonable GNP targets, that lead to pol- 

- icy mistakes, " he adds. 

■. Thk i§. a far cry from the early 
/1960s, when CEA analysts invented 



and perfected the concept of a fufl, 
employment budget that ; indicated 
-"what GNF and federal re venues would 
be if joblessness was at 4%, which was 
generally considered to be full employ-' 
menu In those halcyon^ays of 
te-2% inflation, the economy per-:' 
formed remarkably wefl at a 4% job- 
less rate, 

But the world has changed and most 
experts, both liberal and conserva- 
tive, agree that the 4% yardstick is no 
longer vaUd. This is due to such fac- 
tors as the profound changes in the 
makeup ofithe (aj^r force* mejudlng 

Labor, force changes 



the rnatsive entry of women and un- 
skilled teeaageri; 'the dlirnaying de- 
cline of heavy Industry^ the rapid 
growth of high-techndlogy firms that 
demand new skfiisi the geographic 
shlft&6f plants and capital out of the 
Pfoit Belt to th'&Sun Belt and the" 
phenomenon: of the underground 
eeonomyi which employs untold nuffi- 
4 *6ers of people off -the-books. 

About §%-ts=7% unemployment's 
that eaa.be hoped for, in the 



opinion of Martin Feldsteln, chairman 
of the CEA, who believes that a tower 

'.rate would set off another mflarJonary- - 
sptraL ' What's more*' he sees little 
hope that the nation wUl get down to . 
his Version of full employment during 
the. next five years, even if there's a 
prolonged penojj of growth that wipes . 
out the top layers of "cyelfeal" jobless- 
ness caused by recession aione^ 

To understand why, says 'Univer- 
sity 'of Minnesota economist Walter' 
HeUer, think of unemployment as if it 
were .a layer cake, "There's an abso* 
lutely trredueible n^nimuni at the 
bottom==about 3%=that simply re- 
sults from normal movement from job 
to |ob," he explaM^ This so-called 
frictional"" and seasonal unemplo> 

, ment exists no matter what the econ- 
omy is doing, explains HeUer, who 
was top White House economist in 
the Kennedy arid Johnson 
Administrations, 

Indeed as the demographic make- 
up of the work force, has changed,, 
many analysts have concluded that the 
lowest natural level of frictional unem- 
ployment has^risen to S% or S,S%^ 
The reasoning is that women and 
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yniing, mexperiencid workers "have 
poured Into the job market — and 
these new entrants are deemedjnofe 
likely to move In and put of work Net 
all economists buy this, however- "It's 
. a sejdit view, and Vm amaied at the 
number of people who dte ft,", says 
Harvaf d • University labor ejcpert 
QuinnMflJs. 

.< The second layer of unempIeyTnent 
is dubbed "structural" and has nothing- 
to do with the business cycle, A Big 
percentage of current joblessness, 1 in " 
some analysts' view,. Is due to struc- 
tural factors that wen'j be affected by 
an upturn fai the economy, "These are 
people who can't find work even in a 
'prosperous economy* adds Heller, 

A variety of misii|atches between 
job^seekers and the jobs that are of- 

, FliRUAKY \m ■ 
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fered is the reason itrueturil unem- 
ployment appears to be growing/ says 
Conference Board economist Audrey 
Fr^dman, She befif ves the biggest 
problem U a growing ikQls nusrnateJy 
hundreds of thousands of 'blue-collar 
Workers \gpAh4¥e been Iaid^oK \in 
shrinking industries: such as autes and 
steel don't have the training for hi-tech ■ 
jubSi "Plenty = of companies are looking 
for. itpfnjfrtubir welders, but they 

can't USc aUtn' wrlderM;" FiecdiTmn 
notes; ' _y ' " 1 

Other - structural mismatches are ; 
gesgr^hJeak the new factories are in 
Houston, the jobless workers are in 
Detroit, Often, there's a dichotomy : 
between^ the wages workers from 
Michigan expect and the rates Texas* 
employers ar§ -wining Q r abfe to pay. 



Stffl other, factors drying up^obs are 
^ minimum wage tews arid union eeii-- * 
tracts, whkh raise the price of labor 
beyond what a Job may be worth, EKs- 
crimination plays a part as well, says 
Friedman. =*Some bosses want a 
thirty=vear*o!d white male, jmd the 
only applicants they get are female, . 
black or over 55, " she points out. 

If about 3% unemployment is the 
. rock-bottom natural level that can't be 
avoided, and another 2,5% can be - 
blamed on sheer demographics, then 
.how much .of teday*s 10=i% jobless- 
7 ness is caused by structural, factors 
and hew much is simply the result of a 
severe recession? "We r real!y don't 
know what the proportions are," con- 
tends Heller, But he leans-toward .the 
"view that a fat'M joblessness that ap* 
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pears to.be smicturai could be 8meKo= j 
rated by a s&ong recovery, ^Afl; loads 
of things thatiEQuM W r solved "by .3 
pick-up Eft demand look Jike part of a 
lofig^term trend sifter Use four yeafi ef^ 
stagnation weJiave had," hesaysy -. 
■ jasen Beneertyj ehfef economist of ■■ 
The Prudential Insurance Co. » sees^it 4 
this way? "The composition.- of the 
work farce takes An employnjent.up 
to .^S%"and p^JCtura] Aangergets it 
up to £L5%/* And he adds* because 
unemployment T eempensatpan ;: ffid 
ether jobless benefits reduce tfie-urge 
to- find work, fuU employment is now 
probably 7%-tu-7. 5%. "I'm not saying 
that everyone is voluntarily uncm 
ployed, H he emphaskei± "But 1 these ~ 
payments have a definite tmpa^,^ 

His point is underscored by Chair- 
man Donald Clem of MeCoQway, and . 
Toriey. Corp.* a foundry operation, 
"\^hen ,we were espaftdiflg in JHtts= 
burgh, i ndghboruig ptonPi^s caging 
its doors and 1,000 workersTusPjhelr, 
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jobs. But we were unable to attract - 
eveh a single one of these skflled peO= 
pie." *hf recalls, Clem»ls convineid the 
; reason was high unen^loyment com- 
. pensatien, "Unfortunately, when t their 
benefits rah out, we wefe rib longer- 
hiring, ™ he adds. - -; . ■ 

High unemployment; benefits" ire 
not the only ''institudQrtal barrier^ to a = 
lower level of full employment. The 
4sgh relative wages of -many -X3^ = 
■■ workers are a major reason Why the - 
/"nation's economy is not "adjusting 
mere rapidly to the threat of foreign 
cbmfetitieni according to eponernUt 
. -Marvin Hosiers of the American En- 
terprise Institute, ''There's nothing 
wrong with our auto workers that a. 
30% wage cut wouldn't curei" he 
says. ''That sounds harsh, but it's 
true," Jason Benderly agrees that, 
because of the wage differential be- 
tween U,S. . and foreign autowerkerSj 
400,000 jAmerieans will never again 
find work making cars. 

Yet, bmh Bendcrfy and Rosters 
admit*, it's extremely unlikely any fast 
action w21 be taken on §uch deeply 
embedded- insUtuuens. "Given the 
I .," 




^aws^nd; wige -structure we have 
today i [ there's no way we sa move 
quickly toward even a 1% level of fuQ 
employment^. Benderly says. He 
agrees with Feldstein that wiU take 
-at le^t 'five years— and that's assum-' 
: ingsteadyeconomkgrQWth^ . . fc 

Such talk is shocking to labor lead- 
er§ and liberal economists* ''No other 
economy el the world would accept 
\those numbers," says AFL-CIO ecbn= 
-omist John Zalusky, "This level of un^ 
employment Is a terrible waste of 
human resources, and the Reagan 
Administration is making a Mtal mis- 
''take-if it heBeves'the.Arneriean public 
-wiil settle fur 7%," Harvard's. Qjann 
Mills is equally /jutraged; I don't buy 
any of these numbers.," he says. " t Un= 
employment should be no more than 
. 3%. period. " To accept 7% as full 
employment Mills maintains; is to 
beg the purpose otwhai the economy 
is all abeut^whieh is to provide peo- 
ple with jobs." , 

As the 1984 presidential g*we~ep- 
stakes get closer and closer, the eco- 
nomics of the fuU employment issue 
will surely take a back seat to the poll^ 



tics, of the pVobleni = .When. 1984 
dawns,, the jobless- rate ^ probably ° 
itffl be more than 10%. And,- as the 
Bemocrats inevitabry pounce. Oft. .the 
Reagan Adminis^tlon s dismal, rec- 
ord In producing jobs, "the question of 
what constitutes fuU employment will 
no longer be academic- This ha§ con- 
vinced !.many" poUtieal , insiders that - 
hasty aetion aimed at reducing"dou- =; 
Ile=digit joblessness is inevitable. "If 
ReVgan^doesnt make a:. move ^soon," 
Congress will start engineering 
: things, " lays a worried White House 
aide, "V _ - 

However, any White House urge to 
act wQl be .seriously tempered by fear . 
of rekindling inflation, " We are so far 
from full employment that any 
attempt to achieve It quickly is bound* 
to be. inflationary," says Benderly, 
who believes: the recent eating of 
monet.ixy policy has already increased 
the. risk thai the Consumer Price 
Index could be b^ack up to 8% by rrdd- 
1984, He estimates that ii would take 
12% real GN? growth to get the job^ 
less rate down to 7% in one year: 
73% rcsil growth accomplish that 
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goal hi two years; and 6% steady 
growth to do it m three years. '-That's 
pretty wefl outside the bounds of £eaK 
ity," Bender jy comments. "And H 
would have to be denS it the expense . 
of Stable prices," t 
Untfl the inflation war is eondu-' 

. lively wen* nsany analysts believe that 
Reagan=and . the Federal Reserve 
Board— will ask Americans to keep 

' paymg the Ngfc^une^k?yment cost of 
the battle,, "Tile .bottom line is that 
policymakefs don't really Imow how to 

— ' " ... ""V " - " "V 

The? bottom line 

reduce inflation and get ftJl 'employ- 
ment at the same time. It's never been 
dene, ^ says Be nj|#fiy. /* 
i Walter HeUer* for one^ questions' 
that this tradeoffis either necessary of 
inevitable. He notes that durffig the 
early 1960s, when he was top White 
House economist, unemployment was 
4% and inflation was 1*2%, "We had a 
combination of measured expansion, a 
monetary poHey that could accommo- 
date that expansion, and fairly effec- 
tive wage-price guideposts," he says. 



Heller admits he had a better starting 
point than the Reagan Administration 
f^ced because inflation was near tero 
after the Eisenhower -v yelrs. = ."But 
when the economy is this weak* the 
risks of expansion are small — and the 
rewards are great, " he argues* "Hie 
White House is being much too timid 
iniispelides/' 

Some analysts feel it's too late for 
the sadftional expansionary measures " 
Heller prpposes. "It took World War II 
to get us out of the Great Depression, = 
and we must launch the peacetime 
equivalent to get us eutjpf this bne,^ 
says Qumn M3Is, It wouldn't surprise 
MiOs if President Reagan went on tel- 
evision in a few months to announce a 
sweeping "Put Ameriea = Baek to 
fork" plan to dreatejobs. 



or scared they wfll b^he says*: It's no 
time to worry unduly about budgetary 
red ink. 

A seasoned CEA staffer thinks it 
wfli be Congress, not the White 
House^ that proposes 1 same form* of 
national i^onstruction^prograrm "Un- 
less the recsvVy reduces the unem- 
ploynient rate much mere than "ex-" 
petted^ ■ schemes to . sianage tirade, 
promote mdustrial growth "and ba3 out 
losers wffl be the order ofihe |}iyjrii 
predict^.. The greatest danger, this 
■ economist adds* is that, resptipdmg to 
constituent pressures, g protectionist 
fever wffl sweep Capitol HSL^ItedHd 
be a real disaster for world trade,** . 

The" Reagan Adnunis&afSa is re- 
sisting such nitiatives and hopes that ; 
the passage last year of the measure 
to finance a road .repair program by 
raising the gasoline tax by 5 cents a 
gallon* which eould create " about 
320,000 jobs, and the. Jobs Trainini 
Partnership to^eplaee the Corapre- : 
hensive Employment and Trammg 
AeVwill ease the pressure for more — 
jobs programs- But given the" level of 
unemployment and the Democratic 
gam of 26 House seats, most observ- 
ers expect a raft of new jobs proposals 
to be introduced, mdudmg a massive - 
public works pro-am to rebuild the 
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nation's . crumbling infras&ucfuie* - 
■With an eye towards the 19S4- elec- 
tions^ many Republicans' could support 
such a measure. And it is not tncon- 
ceivable that, in the end* the White /■. 
House could cave in to tfee political ■ 
pressure, ■ 

In the meantime, short of an all-out .• 
assault on joblessness, there's little v 
hope that everfa 7% jobless rate'ean f 
be attained uritil the latter part of the : . 
decade- It's hard to believe that the 
With a federal budget deficit of #200 American public wiD either accept that" 
billion looming, such an expensive idea ' number as the best = that can "be 
horrifies moderate and conservative expected — or wait until 19S7 to attain ■ 
economists. "But the situation is no It, If they hope fo stay in office*. Re- 
longer a spending problem. It's the publicans wiD have to come up with.5 
revenue side that has collapsed** Mills better alternative than a slew*, painful * 
contends. When capital investment is crawl toward the most dismal v defini^ V- 
plungng* foreign trade is collapsing tion of njU employment the-nation bis 
and consumers are either unemployed ever Jmown. — MabjlyH WitsgtJ " 
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